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Abstract 
ABSTRACT 
This research aims to critically evaluate the application of Transaction Cost Economics 
theory (TCE) to outsourcing decisions in the hotel industry in Thailand. The main themes 
of the research involve developing an outsourcing theoretical framework from the TCE 
perspective and then testing the framework. Mixed methods are used as the research 
methodology, to investigate six different outsourced activities - restaurant, laundry 
(guests), laundry (hotel), guest transportation, security, and bedroom servicing/cleaning. 
These were selected to ensure some activities were profit-generating and some not, 
customer-facing or not, and different levels of investment. In order to develop the 
appropriate theoretical framework, the relevant literature is reviewed. This is combined 
with the results of a qualitative study involving critical incident technique interviews with 
22 hotel managers in Thailand, leading to 64 separate sourcing incidents for analysis. The 
findings of the first study verify the initial conceptual framework and identify a number of 
additional new variables which give rise to the hypotheses. The hypotheses are then tested 
by an industry-wide postal survey to 391 hotel managers in Thailand. 
The results indicate that TCE does not provide sufficient explanation for outsourcing in 
the hotel industry in Thailand due to the differences in the environments surrounding the 
industry compared to those in developed countries. A key factor for this is the shortage of 
competent suppliers in local markets. Significant factors that influence outsourcing in this 
study include supplier availability, location of hotel, hotel experience, level of profit of the 
activity and size of hotel/activity. In addition, the findings show that each activity under 
study is influenced by a different mix of factors. 
The research makes a number of academic contributions. Firstly, it provides an informed 
outsourcing framework to the literature with new variables identified. Secondly, it 
introduces the critical incident technique to outsourcing research. Thirdly, it proves that 
TCE is of little use in explaining outsourcing in an economy that lacks supplier 
competition and confirms that TCE needs to investigate both direct and indirect effects. 
The results also provide practical guidance to the hotel managers in Thailand when 
making outsourcing decisions. They are advised to carefully evaluate the contractors and 
form outsourcing committees to examine outsourcing practices. The government is also 
advised to create programmes and incentives to support the development of industries to 
support the hotel sector, in order to provide the quality services needed by hotels in 
Thailand. 
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Glossary of Terms 
GLOSSARY OF TERMS 
Asset specificity: the degree to which transactions are supported by durable and 
transaction-specific investments (Williamson, 1975) including the level of customization 
or specialisation of the assets or services required for a particular transaction or user. 
Behavioral uncertainty: the level of difficulty involved in evaluating suppliers 
performance, making it hard to verify whether the compliance with established agreements 
has been made. 
Brand name capital specificity: the reputation investment or the situation where one 
party can damage the brand name reputation of another party, if entering into a contract. 
(Lohtia et al., 1994). 
Capital requirement: long term general assets such as property, plant, or equipment 
required in order to operate an activity. 
Dedicated assets: a general purpose asset, as opposed to a specialised asset, that has been 
invested in for a specific transaction and where excess capacity is likely to incur at the 
completion of the contract (Lamminmaki, 2005). 
Environmental uncertainty: the unpredictability of the environment surrounding the 
trading transaction and the volume of products or services demanded (Walker and Weber, 
1984). 
Frequency: the number of times the purchaser seeks to initiate the transaction (Lacity and 
Willcocks, 1995) and the level of demand or the volume of an activity that is needed. 
Hotel experience: the knowledge of and experience in performing a job. 
Human asset specificity: the specialization of skills that is specific to the transaction 
which arises from on-the-job learning (Williamson, 1991). 
Operational requirement uncertainty: the likelihood of change and hence 
unpredictability in the activity operation specifications or performance requirements. 
Outsourcing: contracting out work to external providers. 
Physical asset specificity: an investment in equipment that is specific to the transaction 
and which will have low values at the end of the contract because it can be virtually of no 
use to other transactions (Joskow, 1988). 
Procedural specificity: the degree of supplier's work processes that are customized in 
accordance with the hotel's requirements (Zaheer and Venkatraman, 1994). 
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Glossary of Terms 
Resource-based view: a theory that views the firm as an entity with a collection of 
resources and capabilities that can be used to create competitive advantage and develop 
strategies (Barney, 1991; Grant, 1991). 
Site specificity: an investment made to locate the operations of the contractor within close 
proximity to the hotel including operating services on-site. 
Supplier availability: the availability of qualified suppliers in the market to provide the 
needed services. 
Temporal asset specificity: investment where timely performance and coordination of 
activities is critical (Masten et al., 1991). 
Transaction cost economics: a theory that views the firm as a governance structure that 
organizes its transactions to achieve the economic optimum of both production expenses 
and transaction costs. 
Transaction costs: costs of organizing and managing each outsourcing transaction. 
Uncertainty: the inability of decision makers to specify a complete contract (Williamson, 
1975) and the level of unanticipated changes in circumstances surrounding a transaction 
(Grover and Malhotra, 2003). 
Volume uncertainty: unpredictability of the demand volume of an activity by a hotel or 
by a hotel's guests. 
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Chapter 1 Introduction 
CHAPTER 1 
Chapter 1 Introduction 
Chapter 1 Introduction to and an 
Overview of the Research 
1.1 Introduction 
This chapter provides the background to and rationale for the research. Its content includes 
research justification, overview of the Thai hotel industry, overall research objectives, 
research philosophy on which the research is based and structure of thesis. 
1.2 Background of the research 
The motivation behind this research is encouraged by the evolution of business 
management toward outsourcing and downsizing (Blumberg, 1998). Outsourcing has 
become a conventional management practice in today's competitive environment (Rollins- 
Hinkle, 2001). The escalation in outsourcing over the last two decades has been 
unparalleled and the growth is expected to continue (Kakabadse and Kakabadse, 2005; 
Lankford and Parsa, 1999). Major global companies are keen to move toward this business 
philosophy. For example, Nike outsources 100% of its shoe production and Apple 
outsources 70% of its manufacturing costs and components (Quinn and Hilmer, 1994). 
The academic literature on the subject has mirrored the growth of this business practice 
(Lonsdale and Cox, 2000), however, with a focus on manufacturing firms. Little is known 
about high contact service organizations like hotels whose characteristics are different. As 
explained in Olsen et al. (1998), using industrial models to manage service-based 
corporations like hotels makes as little sense as using agricultural models to run 
multinational corporations. This prompts the researcher to direct attention to researching 
outsourcing in a more service-based industry. 
The hotel industry is selected for the research for three reasons. Firstly, outsourcing has 
assumed an increasingly important role in the industry (Ruggless, 2004; Holm, 2003; 
Hottman and Adams, 1996; Rowe, 1994). Hotel outsourcing involves a wide range of 
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activities. Many services such as laundry, cleaning, leisure activities and security are now 
frequently provided by external companies to hotel guests (Espino-Rodriguez and Padron- 
Robaina, 2004). Even traditional functions like housekeeping and restaurants are also 
increasingly outsourced in North America and the United Kingdom (Lodging Hospitality, 
2005; Ruggless, 2004; Hallam and Baum, 1996). 
The second reason for selecting the hotel industry is because there are gaps in the hotel 
outsourcing literature. These gaps include the following: 
1) There have been studies from the strategic approach and fewer on the 
Transaction Cost Economic approach (TCE) and these studies have tended to 
have small sample sizes and been concentrated in certain locations. 
2) Those that have used TCE have not done this appropriately and have only been 
conducted in Australia. 
Outsourcing behaviour of organizations is generally explained by two main approaches: 
the economic perspective of TCE and the strategic approach based on Resource-Based 
View (RBV). The outsourcing research in the hotel sector has been dominated by the 
strategic approach (Espino-Rodriguez and Padron-Robaina, 2005a, 2005b, 2004; Lam and 
Han, 2005) and has generally supported the core argument of this theory. Furthermore, 
what has been carried out from the RBV approach appears to be geographically limited to 
the Canary Islands by the work of Espino-Rodriguez and colleagues (see Espino- 
Rodriguez and Padron-Robaina, 2005a, 2005b, 2004; Espino-Rodriguez and Gil-Padilla, 
2005a; 2005b) and has used small sample sizes. Thus, the results from these previous 
studies may not permit generalizable assertions of the observed outcomes. 
On the other hand, an application of TCE to hotel outsourcing is still at the infancy stage. 
There have only been two studies conducted by Lamminmaki (2007,2005) in Australia. 
However, like many other TCE works that experience the theory conception dilemma, 
Lamminmaki measures uncertainty and frequency separately from the effect of asset 
specificity. This practice is considered a flaw by a number of TCE researchers such as 
Coles and Hesterly (1998a) and Shelanski and Klein (1995) who argue for the role of other 
TCE variables as the moderators of the asset specificity and outsourcing relationship 
rather than the direct independent variables. Nevertheless, many TCE researchers such as 
Aubert et al. (2004) and Morrill and Morrill (2003) have adopted the same approach as 
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Lamminmaki and provide supporting evidence for these variables as direct determinants of 
the respective dependent variables. Hence, the existing evidence within the TCE hotel 
outsourcing research findings is insufficient and unclear. 
Therefore, due to the above limitations of the past literature in terms of a small number of 
existing studies in TCE with incomplete results, small sample sizes and limited locations 
of study, this presents numerous opportunities for further hotel outsourcing investigation 
into the TCE area and to extend the study to different parts of the world particularly in 
developing countries like Thailand. The concept of TCE is therefore chosen to explain 
hotel outsourcing behaviour in this research as the existing explanations for hotel 
outsourcing from this perspective remains vague and the existing TCE based hotel 
outsourcing research has only been conducted in Australia. In addition, TCE provides a 
potentially useful framework on two grounds. First, it specifically addresses sourcing 
decisions and it is claimed by various scholars such as Gronhaug and Haugland (2005) to 
describe this phenomenon better than other theories. Second, TCE has been highly 
developed. Indeed, the theory has attracted abundant empirical and theoretical attention 
from academics and practitioners in various disciplines over the last three decades. This 
body of academic literature positions TCE as an established theory (Lacity and Willcocks, 
1995) that has been widely used by other researchers to interpret organizational reality 
(such as Gulbrandsen et al., 2009; Bigelow and Argyres, 2007; Lamminmaki, 2007; 
Holcomb and Hitt, 2007; Sorrel, 2007; Spekle et al., 2007). 
The further reason of selecting the hotel industry for study is on the basis of the 
researcher's personal interest and the pragmatic issue of data accessibility. Since the 
researcher has been working as a lecturer in a hospitality school in Phuket, Thailand, he 
has a strong d esire to research into the hotel industry in Thailand. Furthermore, the 
university that the researcher has been working with has maintained a good connection 
with the industry and it is located in one of the largest locations of hotels in the country. 
This allowed the researcher a good opportunity to successfully obtain the data. As 
highlighted by Okumus et al. (2007) and Saunders et al. (2007), data access is a major 
issue to many researchers. Therefore, this research is the first study that applies TCE to 
investigate hotel outsourcing in a developing country. 
4 
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This section has outlined the justification for selecting the topic for research and the hotel 
industry in Thailand as the subject of the research. The next section will explain the key 
issues faced by the hotel industry in Thailand. 
1.3 The Thai hotel industry 
The significance and key issues of the hotel industry in Thailand are the main discussion 
in this section. As the growth of the hotel industry has been fuelled by the rapid expansion 
of the country's tourism industry, an introduction to the tourism industry in Thailand will 
firstly be made before the issues in the hotel industry are highlighted. 
Thailand started to promote tourism internationally in 1960 when a government body was 
established to take full responsibility of tourism development and promotion. Since then, 
the industry has started to attract more international tourists and international tourism- 
related companies such as international hotel chains (NESDB, 2003). Tourist arrivals have 
surged from just a few thousand tourists in the past 50 years to reach more than 14 million 
in 2007. As displayed in Table I-1, in the last 10 years, the number of tourist arrivals has 
increased 100% from just over seven million people in 1998 to 14.46 million in 2007 
(Tourism Authority of Thailand, 2007; NESDB, 2003). In 2007, World Tourism 
Organization ranked Thailand 18th in the world in terms of the number of international 
tourist arrivals and 11th in terms of international tourism receipts and these are illustrated 
in Tables 1-2 and 1-3 (UNTWO, 2008). 
Despite a number of crisis events such as SARS in 2003, Tsunami in 2005 and the 
political unrest leading to the closure of the two international airports in 2008 that have 
disrupted the rise of both tourist arrivals and income, the Thai tourism has continued to 
grow rapidly and has recovered well from these incidents. In addition, Thailand still 
managed to experience surpluses in the nation's current account between 2006 and 2007, 
despite of the severe economic downturn (Bank of Thailand, 2009). One of the main 
contributing factors to the surplus in recent years has been the significant amount of 
service receipts from the travel industry. As reported by the Bank of Thailand (2009), 
more than half of the country's service receipts have been generated by tourism and the 
amount is far greater than all other service sectors. The tourism revenue also accounts for 
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around 10% of the total value of exports (see Table 1- 4) and above 5% of the country's 
GDP. In addition, the tourism industry generates more than two million jobs, accounting 
for 6- 7% of Thailand's total workforce (Tansuwannarat, 2008). Due to these impressive 
performances of the industry, the Thai government has fully recognized tourism as a major 
contributor to the growth of the country's economy. Furthermore, national 
competitiveness has become a key issue faced by the Thai government and studies have 
been carried out to evaluate the competitiveness of the nation's industry clusters. As a 
result, tourism has been positioned by the government as one of the most important 
clusters to the Thai economy and receives a priority support for development (NESDB, 
2006; Ketels, 2003). 
Table 1-1 Key tourism statistics in Thailand during 1998 - 2007 
International 
Average expenditure Revenue tourist arrivals A verage 
Year length of stay 
Per 
Number Change (Days) person Change Million Change 
(Million) (%) per day (%) (US$) (%) 
US$ 
1998 7.76 7.53 8.40 106.08 1.12 6,919.34 9.70 
1999 8.58 10.50 7.96 105.84 -0.23 7,229.09 4.48 
2000 9.51 10.82 7.77 110.32 4.23 8,150.63 12.75 
2001 10.06 5.82 7.93 107.09 -2.93 8,544.20 4.83 
2002 10.80 7.33 7.98 107.25 0.15 9,242.40 8.17 
2003 10.00 -7.36 8.19 107.84 0.55 8,836.26 -4.39 
2004 11.65 16.46 8.13 115.94 7.51 10,981.71 24.28 
2005 11.52 -1.51 8.20 111.15 -4.13 10,496.57 -4.42 
2006 13.82 20.01 8.62 115.66 4.06 13,780.54 31.29 
2007 14.46 4.65 9.19" 117.74"' 1.80 15,650.91"' 13.57 
Source: Tourism Authority of Thailand (2UU7) and NESUB (2UU3) 
Remarks: Currency conversion rate as at March 2009 (US$ 1= 35 Baht) 
6 
Chapter 1 Introduction 
Table 1- 2 Ranking of international tourist arrivals by country of destination in 2007 
Rank Country Arrivals (Million) 
I France 81.9 
2 Spain 59.2 
3 United States 56.0 
4 China 54.7 
5 Italy 43.7 
6 United Kingdom 30.7 
7 Germany 24.4 
8 Ukraine 23.1 
9 Turkey 22.2 
10 Mexico 21.4 
11 Malaysia 21.0 
12 Austria 20.8 
13 Russia 20.2 (2006) 
14 Canada 17.9 
15 Hong Kong (China) 17.2 
16 Greece 16.0 (2006) 
17 Poland 15.0 
18 Thailand 14.5 
19 Macau 12.9 
20 Portugal 12.3 
Source: UNTWO (2008) 
Table 1- 3 Ranking of international tourism receipts in 2007 
Rank Country 
Receipts 
(US$ Billion) 
1 United States 96.7 
2 Spain 57.8 
3 France 54.2 
4 Italy 42.7 
5 China 41.9 
6 United Kingdom 37.6 
7 Germany 36.0 
8 Australia 22.2 
9 Austria 18.9 
10 Turkey 18.5 
11 Thailand 15.6 
12 Greece 15.5 
13 Canada 15.5 
14 Malaysia 14.0 
15 Hong Kong (China) 13.8 
16 Netherlands 13.4 
17 Mexico 12.9 
18 Sweden 12.0 
19 Switzerland 11.8 
20 India 10.7 
Source: UNTWO (2008) 
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Table 1- 4 Bank of Thailand Balance of Payments 
( Unit: Millions of US$) 
No Description 2008 p 2007 p 2006 2005 
1 Current account -178.4 14,048.83 2,315.25 -7,641.81 
2 a. Goods and services 4,989.39 17,492.97 5,658.13 -3,459.26 
3 1. Goods 237.44 11,571.79 994.47 -8,253.70 
4 Exports 175,297.46 150,048.11 127,941.32 109,362.00 
5 Imports -175,060.01 -138,476.31 -126,946.84 -117,615.71 
6 Of which: Non-monetary gold -6,068.33 -1,635.98 -1,876.56 -1,970.23 
7 2. Services 4,751.94 5,921.17 4,663.65 4,794.44 
8 Services receipts 33,773.48 30,361.92 24,833.73 20,165.07 
9 (1) Transportation 7,399.27 6,368.81 5,379.13 4,626.45 
10 1.1 Freight 2,168.67 1,602.61 1,383.13 1,199.65 
11 1.2 Passenger 4,413.98 3,955.98 3,223.40 2,527.01 
12 1.3 Others 816.61 810.21 772.59 899.78 
13 (2) Travel (Tourism) 17,651.10 16,668.76 13,400.94 9,576.23 
14 (3) Government service 326.93 232.61 186.49 152.15 
15 (4) Other services 8,396.17 7,091.71 5,867.15 5,810.23 
16 4.1 Communication services 416.60 232.15 244.32 258.05 
17 4.2 Construction services 613.67 518.82 336.00 254.96 
18 4.3 Royalties and license fees 100.80 54.12 46.35 16.81 
19 4.4 Insurance services 427.35 312.20 252.86 279.34 
20 4.5 Others 6,837.73 5,974.40 4,987.59 5,001.05 
Remarks: p= preliminary data Source: Bank of Thailand (2009) 
Thailand's hotel industry is an essential part of the tourism cluster. The hotel industry 
generates the biggest employment in the tourism industry (Tansuwannarat, 2008). In 
addition, the largest portion of tourism income goes directly to the hotel sector. The 
statistics released by the Tourism Authority of Thailand (2007) indicated that the biggest 
portion of the tourist spending per person was on accommodation which accounted for 
26.61% and 27.79% respectively of the total spending in tourism in 2006 and 2007 (see 
Table 1- 5). 
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Table 1- 5 Average expenditure of international tourists between 2006 and 2007 
2007 lp 2006 
Expenses Expenses/ 
person/day 
(US$) 
Percent 
percentage 
change 
Expenses/ 
person/day 
(US$) 
Percent Percentage 
change 
Shopping 30.62 26.01 -3.14 31.61 27.34 + 1.52 
Entertainment 13.71 11.65 + 1.50 13.51 11.68 -4.29 
Sight-seeing 5.08 4.31 - 1.84 5.17 4.47 + 9.24 
Accommodation 32.72 27.79 + 6.30 30.78 26.61 + 5.80 
Food and Beverage 20.89 17.74 + 1.90 20.50 17.72 -0.76 
Local transport 11.25 9.55 + 2.16 11.01 9.52 + 23.54 
Miscellaneous 3.47 2.95 + 12.77 3.08 2.66 + 23.37 
Total 117.74 100.00 + 1.80 115.66 100.00 +4.06 
Remarks: 'r= preliminary data, currency conversion rate as at March 2009 (US$ 1= 35 Baht) 
Source: Tourism Authority of Thailand (2007) 
Pananond (2001) described the Thai hotel industry as the industry that has gone through 
many ups and downs. The industry started with only four international-standard hotels in 
Bangkok in 1945 before expanded immensely. The author mainly cited the study by 
Newton (1994) and explained the growth of the industry which can be summarised into 
four notable periods as follows: 
" The first wave of growth was during the late 1960s as a result of heavy Board of 
Investment (BOI) promotion because of its high labour-intensive nature that could 
generate employment. The growth potential attracted several American hotel 
chains such as Inter-Continental, Hilton, Sheraton, Hyatt, and Western 
International (Westin). As a result of the rapid growth, the industry was shortly 
driven into excess supply. 
" The late 1970s was the second period of industry expansion as the country put 
more emphasis on tourism after the difficult periods during 1973 - 1976 due to the 
on-going major domestic political instability. 
" The third wave of expansion was during the late 1980s following the remarkable 
success of the "Visit Thailand Year" promotion in 1987. This period was the 
golden period of the hotel industry as the industry consistently experienced high 
average hotel occupancy rates. 
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" The industry further expanded in the 1990s when it welcomed newcomers from 
Asia such as the Japanese Nikko group, the Taiwanese Evergreen group and the 
Hong Kong Mandarin group. France's Accor group also entered the market in this 
period. Room oversupply was again a key problem during this period. 
Furthermore, the economic crisis in 1997 led the hotel industry into difficulties, 
however, it was able to recover due largely to the weaker Thai currency and the 
successful "Amazing Thailand 1998 - 99" promotion campaign. 
After the above periods, the Thai hotel industry has further expanded following the 
consistent growth of the tourism industry. However, the industry has recently gone 
through many difficult situations such as those mentioned earlier including SARS, 
Tsunami and an ongoing political uncertainty. Despite that, the industry still expects rapid 
growth. Between 2006 and 2008, nearly 100 hotel development projects were planned to 
begin operation. In 2008,3,500 more rooms were expected to be added to the market in 
Bangkok alone (Bangkokpost Newspaper, 2006). The Andaman cluster which consists of 
Phuket, Pang Nga, Krabi, Ranong, Trang and Satun saw a similar growth rate in 2007. The 
number of hotels grew by 10% in 2007 in this area and it added approximately 5,000 
rooms in one year alone to reach the total of 59,247 rooms (National Statistics Office, 
2006). 
One of the characteristics of the hotel industry in Thailand appears to be that the industry 
is dominated by small and medium-sized, budget and locally owned hotels. According to 
the list of accommodation compiled by the Tourism Authority of Thailand, there were 
more than 6,000 hotels across the country in 2006 (Tourism Authority of Thailand, 2006) 
with the best performing locations being Bangkok and Phuket. However, only 
approximately half of these hotels provide more than 10 rooms with an average room rate 
more than 500 Baht (US$14.29). Furthermore, it was found by Weerakit and Ryan (2008) 
that in 2006, up to 89% of the hotels in Thailand were locally owned and managed. Local 
independent hotels and local chain hotels in Thailand are explained by Pananond (2001) as 
the businesses that essentially adopt a family-style management and these properties are 
spread through out the country. On the other hand, internationally operated and luxury 
hotels are located mainly in the main tourism destinations including Bangkok, Pattaya, 
Phuket, Chiang Mai, Krabi, Samui and Hat Yai. These seven locations have regularly been 
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ranked as Thailand's top seven tourist destinations in terms of number of tourist arrivals 
and revenue generation (Tourism Authority of Thailand, 2008). 
Another issue faced by the hotel industry in Thailand has to do with the nature of jobs and 
compensation. Although the hotel industry generates a significant number of job positions, 
those works normally require low and semi-skilled, and involve routine operational tasks 
(Davis, 1999). Furthermore, Porter (2003) states that management positions account for 
only 3% of the workforce needs in the Thai tourism cluster. According to the Ministry of 
Labour's regulations, low-skilled work like some of those offered in the hotel industry is 
employed at basic wages of around between 150 - 200 Baht (US$4.29 - 5.71) per day 
(Ministry of Labour, 2008). Despite the low basic wage, working in the hotel industry is 
more attractive than many other industries due to the status of hotels and the promising 
extra income opportunities from various sources such as a 10% service charge, tips and 
other fringe benefits such as free meals and accommodation. The average income of a 
person employed in a hotel was 16,189 Baht (US$462.54) per month in 2003 (NESDB, 
2003). For these reasons, the hotel industry has higher employment share than most other 
sectors in the economy and the average compensation is also relatively greater than many 
other industries. Hence, the hotel industry is able to attract more experienced and qualified 
staff than other industries that do not offer similar additional income opportunities and 
other extra benefits (NESDB, 2003). 
In addition, as stated in the beginning of this section, the hotel and tourism industries in 
Thailand have a long history. Overall, the growth of these industries is rapid. Nevertheless, 
the industries are considered by Chaisawat (2004) and Pananond (2001) as entering into 
the maturity stage in certain popular tourist destinations such as Phuket where changes are 
needed to rejuvenate the destinations and industry. Furthermore, industry competitiveness 
has been a major concern to the government because the industry has failed to capture 
more value from tourists (Ketels, 2003; Porter, 2003). Porter (2003) particularly expressed 
concerns about the Thai hotel and tourism industries because Thailand has become a cheap 
destination and the industries' lack of productivity and competitiveness have been an 
issue. Hence, there is a need for the hotel industry to look into modern management 
practices such as outsourcing to improve its competitiveness and productivity. At the 
industry levels, research has confirmed that outsourcing improves cost efficiency in 
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various industries (Jiang et al., 2006), enhances productivity in US manufacturing 
industries (Ten Raa and Wolff, 2001) and increases operational efficiency of the airport 
industry in Spain (Tovar and Martin-Cejas, 2008). Therefore, an understanding of 
outsourcing in the hotel industry in Thailand has become necessary not only to academics 
but also to the government and the industry practitioners alike. 
1.4 Research objectives 
The overall goal of this research is: 
`To critically evaluate the application of TCE to outsourcing decisions in the 
hotel industry in Thailand'. 
Specifically, it aims to achieve the following objectives: 
1) To develop a framework, from a TCE perspective, on hotel outsourcing decisions. 
2) To quantitatively test the developed theoretical framework by conducting an 
empirical study of hotel outsourcing in Thailand. 
3) To make a contribution to TCE theory by providing an evaluation as to how well it 
explains outsourcing in the hotel industry. 
1.5 Research questions 
It aims to answer the following questions: 
1) What are the key variables, from the TCE perspective, which explain hotel 
outsourcing? 
2) To what extent do TCE and each factor in the model explain hotel outsourcing 
decisions? 
1.6 Overview of methodology 
An overview of methodology is provided in this section, although more details of this can 
be found in the subsequent sections of the thesis. This research has adopted a mixed- 
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research method approach that includes two empirical studies, one qualitative and one 
quantitative, to serve the research objectives. The first study employed a critical incident 
technique (CIT) to investigate 64 sourcing incidents from 22 senior managers in Phuket to 
verify the variables and relationships proposed in the conceptual framework and to 
identify new variables that were not identified in the literature. The findings were also 
used for deriving the hypotheses. The second study was designed to test the hypotheses by 
employing a postal survey to hotels in Thailand. The study enabled the researcher to 
analyse six different sourcing activities from 391 participating hotels by using a series of 
hierarchical multiple regression to determine the explanatory power of TCE and variables 
under study. 
The next section will provide further explanation of the philosophical background of the 
methodology in relation to the paradigm that drives the decisions to choose the methods 
for this research. An explanation and justification for the research methodological choice 
will also be provided. 
1.7 Research philosophy background underpinning the study 
This section explains different views of methodological paradigms including the purist 
view and the pragmatic view. The features of quantitative and qualitative approaches are 
compared. The rationale for selecting the mixed method approach methodology for this 
research is also provided. 
The purist view 
Creswell (1998, p. 74) defines a paradigm as a "basic set of beliefs or assumptions that 
guide" a researcher's research methods. It is basically the philosophical intent for 
undertaking research (Mac Naughton et al., 2001). Rocco et al. (2003) argue that these sets 
of philosophical assumptions include ontological as well as epistemological beliefs and are 
embedded within the researcher. Ontology refers to the beliefs about the nature of reality 
or knowledge while epistemology is the means of acquiring the knowledge (Bazeley, 
2004; Rocco et al. 2003). 
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For purists, the beliefs about reality, knowledge and values dictate their viewpoints about 
research methods (Johnson and Onwuegbuzie, 2004; Bazeley, 2004; Philip, 1998). On one 
extreme, positivists see the reality and knowledge as stable and objectively known. The 
main idea of positivism is that the social world exists externally and the knowledge can 
only be obtained by objective measurement (Easterby-Smith, 2002). Positivists believe 
that the social world can be studied in the same way as the natural world and the 
explanations of a causal nature can be provided (Mertens, 2005). The only way for 
positivists to obtain knowledge is for the researcher to stay free from biases and keep 
values out of the research. Deductive logic and quantitative methods are seen to be 
consistent with positivism (Rocco et al., 2003). At another extreme are interpretivists who 
believe knowledge is constantly changed and can be constructed by individuals involved 
in the research situation. Unlike positivists, reality is seen to be socially constructed rather 
than existing externally (Mertens, 2005). The researcher and studied subjects are seen as 
indivisible. Inductive logic and qualitative methods are believed to be the appropriate 
procedures for research (Rocco et al., 2003). 
It is clear that the purists have contrasting views of what constitutes genuine knowledge 
and how it should be acquired. The principle purists hold in common is that these different 
paradigms should not be mixed in a single study; because of their strong view of 
associating the research paradigm with the methodology, they firmly consider different 
methods of research to be philosophically incompatible with each other and thus making it 
unfeasible to come together (Bazeley, 2004). Therefore, purists would firmly disregard the 
idea of mixing quantitative and qualitative approaches in one research. 
Quantitative and qualitative approaches 
The major features of quantitative approaches include a focus on deduction, confirmation, 
theory or hypothesis testing, and statistical analysis. Testing and validating already 
constructed theories about the phenomena is the common goal of this methodology 
(Johnson and Onwuegbuzie, 2004). As the knowledge is seen as static and fixed, 
generalization of the results is therefore sought-after. To achieve this, random sampling of 
sufficient size is necessary to permit generalisation of the findings. Quantification is 
common and the knowledge is often translated into numeric form (Bryman, 2008). 
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Moreover, knowledge is believed to be objectively known, thus it is vital for the 
researcher to remain emotionally uninvolved with the objects of study to allow the results 
to be free from subjective influence of the researcher's own personal biases (Philip, 1998). 
However, as quantitative purists focus on verifying theory and testing hypothesis rather 
than on generating theory or hypotheses, the researcher may lose out on new phenomena 
occurrences. Therefore, this method may not be well suited in a new study area that lacks 
theories explaining the phenomena (Johnson and Onwuegbuzie, 2004). 
By way of contrast, qualitative approaches can be explained as induction, discovery, 
exploration, and theory/hypothesis generation (Miles and Huberman, 1994). According to 
Philip (1998), it is a non-numeric form of research that seeks to provide the meaning of 
knowledge. As the knowledge is believed by qualitative purists to be constructed by the 
researcher, the observer is viewed as part of the study. Perceptions and values of the 
researcher are important in generating the knowledge. Since it aims to provide the 
meaning of the truth, breadth and depth of data rather than a large data set are significant 
to this method. Hence, the research normally involves a small scale but an intensive one. 
For this reason, generalization is seen as impossible (Johnson and Onwuegbuzie, 2004). 
However, this method aims to generate theory from the findings rather than to test it and 
thus the concern of generalisation is not as major as the quantitative counterpart (Philip, 
1998). 
Despite the above benefits of the qualitative method, its weaknesses have been widely 
recognized. First, its subjectivity and the way the data are interpreted are open to potential 
pitfalls. The results may be interpreted differently from one person to another person 
(Philip, 1998). Another shortcoming of this methodology is generalization of the findings. 
The knowledge produced may not generalize to other people or other settings (Johnson 
and Onwuegbuzie, 2004). 
Pragmatic view 
The purist view in seeing one method as superior to another is increasingly challenged by 
a growing number of pragmatists (such as Bryman, 2008; Johnson and Onwuegbuzie, 
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2004; Rocco et al, 2003; Philip, 1998). Instead of arguing over the dominance of 
quantitative versus qualitative approaches to research, pragmatists reject this philosophical 
paradigm thinking and offer the view that the researcher can match the research method 
and paradigm to the purposes and questions of the research. By doing so, pragmatists put 
more value on the practical aspect of the research and concentrate on how well the 
research questions are answered. It is claimed as a practical and outcome-oriented method 
of inquiry (Johnson and Onwuegbuzie, 2004). The choice of methodology depends on the 
research questions. This group of researchers holds no prior commitment to using any 
research methods but sees them as being compatible and potentially useful provided that 
they can effectively answer the research questions. Mixing methods in getting research 
done is seen by the pragmatists as overruling the importance of the philosophical paradigm 
held by the positivists and interpretivists (Miles and Huberman, 1994). 
The reason that pragmatists refuse to link epistemological and ontological positions with 
quantitative and qualitative research is because they believe that these connections are not 
perfectly clear (Bryman, 2008; Bazeley, 2004; Philip, 1998). For example, Johnson and 
Onwuegbuzie (2004) argue that fully objective and value-free research does not exist. 
They postulate that nothing is purely objective even with the positivist because human 
decisions are made throughout the research such as selecting the topic and selecting alpha 
levels (e. g. . 
05). Moreover, although numbers are used, interpretation is still involved 
especially when drawing conclusions from the results (Bazeley, 2004). Qualitative 
research, on the other hand, can also be quantified (Bryman, 2008; Miles and Huberman, 
1994). If one's data are texts, counting may still be appropriate (Bazeley, 2004). It is often 
that qualitative data is coded and converted into frequency for simple quantitative analysis. 
Mixed method 
A research that employs a mixed method is precisely described by Creswell and Clark as 
follows: 
Mixed method research is a research design with philosophical assumptions as well as 
methods of enquiry. As a methodology, it involves philosophical assumptions that guide 
the direction of the collection and analysis of data and the mixture of qualitative and 
quantitative approaches in many phases in the research process. As a method, it focuses on 
collecting, analyzing, and mixing both qualitative and quantitative data in a single study or 
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series of studies. Its central premise is that the use of quantitative and qualitative 
approaches in combination provides a better understanding of research problems than 
either approach alone (2006, p. 5). 
The core argument of Creswell and Clark in defining mixed method research is that the 
combination of quantitative and qualitative approaches can potentially offer a better 
solution to the research issues than using a single method. As both quantitative and 
qualitative approaches have their strengths and weaknesses, a mixed method allows 
researchers to mix and match the methods by utilizing the strengths of one to compensate 
for the limitations of another (Bryman, 2008; Johnson and Onwuegbuzie, 2004). 
In addition, another element of the definition forwarded by Creswell and Clark is that 
mixed method research may involve one study where both quantitative and qualitative 
methods are employed or a series of studies where a different method is used at each 
research phase. The approaches to mixing the methods depend on the research objectives. 
Hammersley (1996) classifies mixed methods research into three approaches as follows: 
1) Triangulation, where the results of a research employing one research strategy are 
used to confirm findings and validate the results of another research employing 
another strategy 
2) Facilitation, where one research strategy is employed in the first study in order to 
assist the following study using the other research strategy 
3) Complementary, where different aspects of an investigation within one study can 
be merged. 
The methodology adopted for this research 
Having discussed the research philosophy, this section will utilise the above discussion to 
justify the methodological decisions of this research. The researcher values the practical 
and outcome-oriented philosophy of the pragmatic approach and thus chose to adopt this 
research paradigm to guide the research. No commitment to using any research methods 
was held prior to the start of this research but instead the choice of research method was 
determined by the research questions and the research objectives. Based on the objectives 
of the research, the facilitation strategy where the results of a qualitative method are used 
to aid the subsequent quantitative study (Hammersley, 1996) was adopted. 
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In order to develop a framework, existing literature on the topic is reviewed and as a result 
an initial theoretical framework is developed. Nevertheless, due to the limited existing 
hotel outsourcing body of knowledge, the initial framework is perceived incomplete. As a 
result, a qualitative study will be carried out by employing the critical incident technique 
for in-depth understanding of the topic under study. Consequently, the initial framework 
will be revised, leading to an improved hotel outsourcing model and the development of 
hypotheses for further testing. Therefore, similar to the explanation by Bryman (2008) and 
Miles and Huberman (1994), the first phase of the qualitative method facilitates the second 
phase involving a quantitative approach by aiding in conceptual development and concept 
and measurement clarification for further testing. Testing a model requires generalizable 
results and hence a quantitative method involving a sufficient sample size is deemed 
appropriate. The choice of firstly using qualitative and then following by quantitative is 
dictated by the objectives of the research. In the first phase, propositions will be 
investigated; in the second study hypotheses (developed from the propositions) will be 
tested. Dubin (1978) explains that a proposition is general statement of relationships 
between "units" (variables) in a model. Whereas a hypothesis is a proposition in which the 
units have been replaced by empirical indications. 
The first objective is to generate the conceptual framework. To be more precise, this 
objective includes three sub-objectives including: 
1) To verify variables previously defined in the initial conceptual framework, in 
other words those developed in past studies, 
2) To explore new variables that may have been missed out and 
3) To depict relationships among these variables and propose hypotheses. 
In order to achieve this objective, an interpretivism paradigm involving the qualitative 
approach is deemed appropriate. 
As it appears that the outsourcing literature within the hotel sector is inadequate, CIT will 
be employed because it allows researchers to study areas that are not well researched and 
adequately documented (Grove and Fisk, 1997 cited in Gremler, 2004). Its inductive 
nature makes it particularly appropriate for an exploratory method to increase knowledge 
about little-known areas and is predominantly useful when there is a need to thoroughly 
understand the topic under investigation. It can also be a starting point for further 
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empirical studies as it helps to generate new research evidence of the specific phenomena 
(Gremler, 2004; Sweeney and Lapp, 2004). Therefore, CIT is primarily relevant to this 
study because to date outsourcing research in the Thailand hotel industry has not been 
undertaken and the findings from this study will serve as a platform for further empirical 
study in the subsequent stage of research. Furthermore, it is an appropriate method for 
verifying and identifying new variables to the conceptual framework developed in Chapter 
4. In addition, CIT is preferred to other qualitative methods such as in-depth interviews 
which have been used in other outsourcing studies (such as Lamminmaki, 2005; Coles and 
Hesterly, 1998a) for further reasons. It is suitable to the outsourcing context because each 
sourcing decision is a discrete event and thus can be treated as a single incident. In this 
regard, the emphasis of CIT is on reporting the facts of decisions and behaviour of specific 
incidents, which is preferable to interpretations based on general opinions (Bitner et al., 
1994). Furthermore, the researcher can collect various types of incidents as needed (i. e. 
outsourcing, insourcing and incident that the decision was under review) and it permits a 
wider range of data analysis methods - incident classification and interpretive using the 
emerging themes to make the result more meaningful (Gremler, 2004). Details of the CIT 
study can be found in Chapter 5. 
However, the first study is not designed to fully adopt an interpretivism paradigm but it 
will also incorporate the positivism logic to support the analysis. As this study aims to take 
TCE as the primary theory in investigating the outsourcing phenomena, predefined coding 
(Miles and Huberman, 1994) involving a provisional start list of the codes will be 
developed prior to the field work. The codes are based on the TCE theory and variables 
identified in the literature and will be used as general guidelines for data analysis. The use 
of coding will allow quantification by counting the frequency of the variables being coded. 
This approach follows the deductive logic and hence the positivism paradigm. However, 
the inductive approach is still the key analysis method and it will be mainly employed by 
reading the data to find themes and discover the new variables. 
The second objective is to test the model generated from Objective 1 which dictates the 
choice of the second study to be quantitative. The principal philosophy adopted in this 
phase of research is positivism. The deductive approach will be primarily used which 
involves statistical analysis. As discussed earlier in this section, in order to test the 
hypotheses, generalization is the key issue to be considered. A postal survey which covers 
19 
Chapter 1 Introduction 
a wide range of geographical areas of Thailand will be chosen for this quantitative phase 
(see Chapters 6 and 7 for more details). 
1.8 Thesis structure 
Figure 1.1 depicts an overview of the thesis. Chapters 2-4 are designed to achieve the 
first objective, to develop a study framework. The relevant theories are reviewed in 
Chapter 2 and 3. The general outsourcing literature is appraised in Chapter 2 and the 
research's main theory, TCE is examined in Chapter 3. Chapter 4 further applies TCE to 
the hotel operations context and the results of the initial propositions and theoretical 
framework are forwarded in this chapter. The initial propositions and theoretical 
framework are then revised based on the findings of the CIT study in Chapter 5. 
Consequently, the research model is modified and the hypotheses are derived from the 
findings of this study. Subsequently, the model and hypotheses are tested in the 
quantitative phase of the research. This phase is explained in Chapters 6 and 7. Chapter 6 
describes the research design for the survey administration, data preparation and the 
procedures to be followed in analysing the data. The findings of the quantitative phase are 
reported in Chapter 7. The results include the descriptive statistics, the evaluation of the 
statistical assumptions and the testing of the hypotheses. The results are then evaluated 
and discussed with reference to previous literature and studies in Chapter 8. The 
justification of the results is also provided in this chapter. Chapter 9 provides a conclusion 
to the thesis. This final chapter also describes the limitations of the research and sets 
directions for future research. 
1.9 Contributions of the research 
Three major areas of contribution were found from the results of this research and they 
include the following: 
1) The findings contributed to outsourcing theory by fulfilling the missing gap into 
outsourcing research within a high contact service industry like the hotel industry. 
2) The results of evaluating TCE applying to hotel outsourcing in a developing 
economy provided a better understanding of the TCE theory. 
3) The results facilitated better informed hotel outsourcing decisions. 
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The next two chapters will be devoted for reviewing the theories underpinning the study. 
Theoretical issues of outsourcing will be reviewed in Chapter 2 and the TCE theory will 
be appraised in Chapter 3. 
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Chapter 2 Outsourcing 
2.1 Introduction 
This chapter reviews the theoretical issues of outsourcing. The chapter starts by discussing 
the outsourcing definition and classification. Then, empirical studies into outsourcing are 
reviewed and the alternative theories underpinning outsourcing research are explained. 
The final part of the chapter reviews literature on outsourcing in the hotel industry. 
2.2 Definitions of outsourcing 
There is much debate in the management literature concerning the exact definition of 
outsourcing. Th ere are those authors who believe that the core idea surrounding the 
outsourcing notion involves the move of some of the firm's activities to outside providers. 
Lankford and Parsa (1999, p. 310), for example, put forward a simple definition referring 
to it as "the procurement of products or services from sources that are external to the 
organization". In addition, many authors go on to emphasize that outsourcing should 
involve only activities that have been performed in-house. Semlinger (1991) (as cited in 
Jenster and Pedersen 2000, p. 148) defines outsourcing as the market procurement of 
formerly in-house produced goods and services from legally independent supplier firms. 
According to Bailey et al. (2002), Lonsdale (1999) and Domberger (1998) outsourcing is 
concerned with the transfer of the production of goods and services that have been carried 
out internally to an external provider. 
Another group of scholars believe that outsourcing can be used as interchangeably with 
subcontracting and other related concepts. Fill and Visser (2000, p. 43) quote Hiemstra and 
van Tilburg (1993)'s definition of outsourcing as "subcontracting custom-made articles 
and constructions, such as components, sub-assemblies, final products, adaptations and/or 
services to another company". A simple outsourcing definition as "contracting work to 
another firm" is used by Waller (2003, p. 876) as synonym with his explanation of 
subcontracting that relates to giving work to another firm, enforced by a legal contract. A 
similar definition is also given by Everaert et al. (2006). Moreover, Hallam and Baum 
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(1996) use the terms "contracting out" to denote the same practice. Furthermore, Espino- 
Rodriguez and Padron-Robaina (2004) explain that the word outsourcing has widely been 
used, apart from a substitute for the traditional concept of subcontracting, to be 
synonymous with externalization, make-or-buy decision, and disintegration of activities. 
Similarly, Jenster and Pedersen (2000) view outsourcing as basically a make-or-buy 
decision involving the process of externalizing tasks and services previously performed in- 
house, to outside vendors. 
However, some authors argued that outsourcing is different to the above traditional 
concepts. Fan (2000) stresses the fundamental difference between outsourcing and any 
other purchasing agreement. As agreed by a number of scholars that outsourcing involves 
only the existing internal activity, Fan, therefore, argues that this point makes outsourcing 
different from the above traditional concepts. A similar caution is given by Mahnke 
(2001). He claims that outsourcing is not a typical make-or-buy decision where the simple 
external procurement of activities that might have never been performed in-house is 
denoted. He highlights the need to recognise that outsourcing involves vertical- 
disintegration of activities only previously performed in-house. Nevertheless, this 
viewpoint is rejected by Gilley and Rasheed (2000) who believe outsourcing should also 
cover new activities. They offer an alternative conception by proposing that outsourcing 
may arise in two ways. Firstly, it may be viewed as a discontinuation of existing internal 
activity and the decision to procure it from outside suppliers. This is the case of vertical 
disintegration. Secondly, outsourcing may also arise when a firm purchases goods or 
services from outside organizations even when those goods or services have not been 
completed in-house in the past. 
Some authors contend that outsourcing, although used interchangeably with 
subcontracting by a number of academics, goes another step further than the 
subcontractor-partnership relationship. Embleton and Write (1998) and Oates (1998) argue 
for a creation of a long term relationship as an essence of the outsourcing philosophy. 
Building on the same principle, Greer et al. (1999) maintain that this long term perspective 
differentiates outsourcing from subcontracting. They explain that outsourcing possesses a 
temporal dimension involving long-term and even permanent arrangements, whereas 
subcontracting and contracting out are rather short-term or temporary contractual 
interactions between two parties. They view outsourcing as continuing on a regular basis, 
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whereas, subcontracted and contracted-out activities are expected to return to the company 
at some point in time. 
Furthermore, some authors emphasize the fact that management strategy is a significant 
aspect in defining outsourcing. Franceschini et al. (2003, p. 246), for example, state that 
outsourcing is "a management approach that allows delegating to an external agent 
operational responsibility for processes or services previously delivered by an enterprise". 
Moreover, in their study of outsourcing strategy in hotels in Shanghai, Lam and Han 
(2005) refer to outsourcing as a management pattern where a hotel combines and utilizes 
the special resources of outside agents. They define it for the purpose of their study a 
"management strategy in which a hotel utilizes a specialized outsourcing supplier, forming 
strategic alliances with it to have the supplier operate certain hotel functions, in an attempt 
to reduce costs and risks and improve efficiency" (p. 43). A more comprehensive 
definition with a focus on strategy is offered by Espino-Rodriguez and Padron-Robaina 
(2006, p. 52) below. 
Outsourcing is a strategic decision that entails the external contracting of determined non- 
strategic activities or business processes necessary for the manufacture of goods or the 
provision of services by means of agreements or contracts with higher capability firms to 
undertake those activities or business processes, with the aim of improving competitive 
advantage. 
Another essential element put forward by scholars is the tendency of asset transfer from 
the firm to the outside partners. Quelin and Duhamel (2003) define outsourcing based on 
Barthelemy (2001) and Lacity and Hirschheim (1993) as the operation of shifting a 
transaction previously governed internally to an external supplier through a long-term 
contract. They emphasize the transfer of ownership of a business function, often including 
a transfer of personnel and physical assets to the vendor. Likewise, McMarthy and 
Anagnostou (2004) underline that outsourcing involves not only purchases of products or 
services from sources that are external to the organization, but also transfers of the 
responsibility of the physical business function and often the associated knowledge to the 
external organization. Chase et al. (2004) explain outsourcing as the act of moving not 
only some of a firm's internal activities but devolving decision responsibility to outside 
providers. The terms of agreement are established in a contract. This point is argued by the 
authors to be beyond the general purchasing and consulting contracts because the 
resources including staff, facilities, equipment, and technology are transferred to the 
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contractor together with the operational responsibility. This point further makes 
outsourcing distinctive from subcontracting. 
Finally, the scope of production responsibility of the activity given to the outside supplier 
fulfils the insight of the outsourcing concept. Mylott (1995) cited in Fill and Visser (2000) 
explains that outsourcing can take various forms depending on the level of responsibility 
to complete the activity agreed between the principal and supplier. The production 
responsibility can be either in full, where the whole operation of the activity is delivered 
by the supplier, or in part, where the outside partner is in charge of only selected services 
within a whole activity. 
To sum up, although the definition of outsourcing is still debatable, the generally agreed 
principal philosophy of outsourcing can be drawn from the existing literature. The key 
elements presented in the outsourcing conception are outlined below: 
9 an externalization of internal activities that have been previously carried out in- 
house or those that are completely new to outside independent suppliers 
" the outsourcing decision is strategic 
"a long term relationship 
"a likelihood of involving the transfer of assets 
" the production responsibility of the activity given to the outside expert can be 
partial or whole 
2.3 Classification of outsourcing 
Although outsourcing has continued to be a focus of research, the universal agreement on 
both definition and types of outsourcing has not yet been clearly established. There have 
only been a few attempts to classify outsourcing. This section offers a summary of the 
outsourcing types existing in the literature. These include classifications developed by 
Rodriguez and Padron-Robaina (2004); Gilley and Rasheed (2000); Bounfour (1999); 
Webster et al. (1997); and Hiemstra and van Tilburg (1993) cited in Fill and Visser (2000). 
The outsourcing definition provided by Gilley and Rasheed (2000) includes two types of 
outsourcing, substitution based outsourcing and abstention-based outsourcing. This 
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classification is based on the characteristics of activity to be outsourced, whether it is one 
previously produced in-house or the new activity. Substitution based outsourcing involves 
the external purchases for internal activities, the one previously produced in the company. 
This type of outsourcing may be viewed as vertical disintegration. Another type, 
abstention-based outsourcing, relates to the purchase of new activities which have 
previously never occurred in-house. 
Bounfour (1999, p. 133), on the other hand, categorizes outsourcing into three types for the 
purpose of his study about the outsourcing of intangibles. These three groups of 
outsourcing are as follows: 
" Resorting to external sources for carrying out (intangible) activities (mostly 
professional services); 
" Putting an activity, until now internalized, on the marketplace (this will naturally 
imply a real transfer of assets); 
" Organizing an internal market within the organization for the supply of intangible 
activities (for instance, via the setting up of an ac hoc structure dedicated to general 
accounting for different members of a group). 
The third group may apply to a large corporation that consists of a number of groups or 
companies within it. However, one may question whether the third type of outsourcing fits 
the concept reviewed in the previous section since the activity is still produced internally. 
Fill and Visser (2000) cite Hiemstra and van Tilburg's (1993) classification of outsourcing 
that includes capacity outsourcing and non-capacity outsourcing. The first refers to 
activities which are also performed by the company. The reason for capacity outsourcing 
is that internal production capacity becomes temporarily insufficient due perhaps to 
seasonal demand fluctuation. Non-capacity outsourcing, on the other hand, concerns the 
outsourcing of activities which are no longer pursued by the organization itself. 
Furthermore, they cite Mylott's (1995) views of different types of outsourcing. According 
to Mylott, outsourcing takes place in three different forms namely full outsourcing, 
selective outsourcing, and everything-in-between outsourcing. In full outsourcing the 
external supplier is responsible for the whole operation of the activity. Selective 
outsourcing involves the supplier providing selected services within the whole activity. 
Everything-in-between outsourcing falls between the first two types. 
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Based on Mylott, Fill and Visser (2000) therefore propose a continuum of outsourcing (see 
Figure 2- 1). At one extreme outsourcing can be seen in the form of hiring temporary 
labour or machines to relieve capacity overload for short-term and market exchange 
structure purposes. At the other extreme, complete responsibility is given to the supplier 
who becomes a strategic partner for long-term and relational exchange structure. Different 
forms of consultancy and skills provision fit in the middle of the continuum. 
Figure 2-1: The outsourcing spectrum 
Operational task to 
relieve capacity 
overload 
Strategic partnership role 
to supply predetermined 
assemblies 
Consultancy, capacity augmentation, skills provider 
Short-term, market Long-term, relational 
exchange structure exchange structure 
Source: Fill and Visser (2000, p. 44). 
Webster et al. (1997) cite Imrie (1994) and Heywood and Seddon (1988) to propose two 
ways of classify subcontracting or outsourcing. Based on Imrie, Webster and colleagues 
explain the first way that includes three types of outsourcing as follows: 
" Capacity outsourcing is organized to meet short-term unexpected increases in 
demand. 
" Specialized outsourcing involves a long-term agreement for the organization to 
access specialized expertise or technology of the contractor. 
9 Economic outsourcing is established mainly for cost benefits. 
The alternative classification method suggested by Webster et al. (1997) is based on 
Heywood and Seddon's (1988) work. Subcontracting or outsourcing, according to the 
authors, can take one of the following approaches: 
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" Fire brigade approach which is organized mainly for short-term, temporary and 
emergency cases. 
" Life support approach which involves regular and long-term use of the contractor's 
services. 
Therefore, the life support approach represents a more holistic and strategic approach than 
the fire brigade method. 
In addition, a more comprehensive classification is provided by Espino-Rodriguez and 
Padron-Robaina (2004). Based on the work of Lacity et al. (1996) and Stuckey and White 
(1993), Espino-Rodriguez and Padron-Robaina distinguish various types of outsourcing 
according to a range of criteria. Different types of outsourcing are outlined in Table 2 -1. 
Table 2-1: Types of outsourcing 
Classification criteria Types of outsourcing 
Depending on the level of decision analysis 
" Strategic outsourcing 
" Tactical or traditional outsourcing 
Depending on its range " 
Total outsourcing 
" Selective or partial outsourcing 
Depending on the level of integration " 
" 
Outsourcing 
Quasi-outsourcing 
Depending on the property relationship " 
Group or internal outsourcing 
" Non-group or external outsourcing 
Depending on administrative control " 
Outsourcing of performance 
" Outsourcing of resources 
Depending on ownership " 
Private outsourcing 
" Public outsourcing 
Source: Espino-Rodriguez and Padron-Robaina (2004, p. 289). 
Espino-Rodriguez and Padron-Robaina (2004) provide a clear explanation to the 
classification based on the level of decision analysis. According to the authors, analysis 
made in the case of tactical outsourcing is very simple. The decision is usually taken 
intuitively and is based on costs, with no consideration of the other benefits and risks 
involved in the decision. However, the analysis made in strategic outsourcing is more 
detailed and it involves all levels of management and follows a sound process of decision. 
This creates a long-term co-operation with the supplier. It takes other aspects apart from 
costs into consideration including factors such as achieving improved quality operations 
and the need to access capabilities and knowledge of outside experts. Therefore, strategic 
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outsourcing is a broader, more complete concept of the process. It is regarded as an 
operational strategy that becomes part of the company's overall strategy. 
Up to this point of the outsourcing literature review, its definition has been clarified and 
the different types have been presented. The definitions of outsourcing can be integrated 
based on the key elements derived from the literature presented earlier as "a strategy of 
long term externalization of the firm's activity that is either new or has been previously 
carried out in-house to external suppliers who are independent to the organization and the 
production responsibility of the activity is, either partly or fully, given to the outside 
expert ". This definition can be associated with the various outsourcing types summarized 
by Espino-Rodriguez and Padron-Robaina (2004). The level of the decision is strategic. 
The range of out sourcing can be total or selective. It is non-group or external outsourcing 
type where the supplier is an external organization. It can be either outsourcing of 
performance or resources and it is considered a private type of outsourcing rather than a 
public one. This definition was used as the starting point and a revised definition is 
finalised in study 1 of this research (see Chapter 5, p. 98 for new definition). 
2.4 Benefits and costs of outsourcing 
This section reviews the benefits and risks of outsourcing. The literature discusses 
advantages of outsourcing will be outlined and reasons behind these benefits will be 
explained. The risks of outsourcing will also be appraised in this section. 
Benefits 
Outsourcing has been reported to provide numerous benefits to organizations. Table 2-2 
provides a summary of the key benefits identified in the literature. Clearly, cost savings is 
the prime reason for outsourcing. Outsourcing firms often achieve cost advantages relative 
to vertically-integrated firms. This view has been supported by an extensive body of 
literature both conceptually (such as Jennings, 2002; Kakabadse and Kakabadse 2000; 
Blumberg, 1998; Domberger, 1998) and empirically where it is reported as the top benefit 
(such as Moschuris and Kondylis, 2006; Parry et al., 2006; Kakabadse and Kakabadse 
2003; Quelin and Duhamel, 2003; Bailey et al., 2002 and Outsourcing Institute, 1998). 
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The claim is made that the cost of operation tends to decline due to the efficiency inherent 
in outsourcing. 
However, outsourcing primarily for cost savings is of concern to a number of scholars. 
Mclvor (2000) and Lonsdale and Cox (1998) view cost saving as the primary purpose of 
outsourcing as a short term perspective, taking place in an ad hoc fashion. The authors 
argue that because organizations outsource for cost savings as the main motivator, they 
increasingly experience outsourcing failures. Nevertheless, outsourcing on the basis of 
cost savings is not necessarily viewed as tactical as cautioned by the above authors but it is 
also seen to be a strategic plan. Quelin and Duhamel (2003), for example, claim that 
outsourcing has been progressively more employed as a top corporate-level strategy in 
many large companies in order to maximize their operation efficiency, and hence 
minimize costs. 
The second most mentioned benefit is the ability of companies to focus on their core 
business (such as Lau and Zhang, 2006; Oates, 1998; Dess et al., 1995 and Quinn and 
Hilmer, 1994). This is indeed an important benefit since the resources each firm possesses 
are limited. When freed from devoting resources to areas that are not in its expertise, the 
company can focus its entire energy and resources on the activities that truly reflect its 
core competencies. 
Another reason for outsourcing, equally mentioned to the above reason, is the access to 
external competencies (Quelin and Duhamel, 2003; Jennings 2002; Bailey et al., 2001; 
Quinn and Hilmer, 1994; Quinn, 1999). This argument has been strongly emphasized by 
Quinn (1999) and Quinn and Hilmer (1994) as the most strategically important benefit the 
company can gain from outsourcing. Outsourcing presents luminous opportunities for 
companies to fully leverage the expertise, innovation and investments of the suppliers in 
the market. These capabilities are prohibitively expensive or even impossible to duplicate 
internally (Quinn, 1999). 
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Table 2-2: Benefits of outsourcing 
Key benefits Key references 
Moschuris and Kondylis (2006), Quelin and 
Duhamel (2003), Bailey et al. (2002), Jennings 
(2002), Heikkila and Cordon (2002), Zhu et al. 
Cost savings 
(2001), Kakabadse and Kakabadse (2000), 
Lankford and Parsa (1999), Blumberg (1998), 
Domberger (1998), Embleton and Wright (1998), 
Outsourcing Institute (1998), Dess et al. (1995) 
Lau and Zhang (2006), Jennings (2002), Bailey et 
al. (2001), Blumberg (1998), Domberger (1998), 
Ability to focus scarce resources on core Embleton and Wright (1998), Oates (1998), 
competencies Outsourcing Institute (1998), Dess et al. (1995), 
Quinn and Hilmer (1994) 
Quelin and Duhamel (2003), Jennings (2002), 
Bailey et al. (2001), Quinn (1999), Blumberg 
Access to external competencies 
(1998), Embleton and Wright (1998), Oates 
(1998), Outsourcing Institute (1998), Quinn and 
Hilmer (1994) 
Lau and Zhang (2006), Quelin and Duhamel 
Gaining flexibility i. e. quick response to 
(2003), Heikkila and Cordon (2002), Jennings 
customer's needs and changes in the environment 
(2002), Domberger (1998), Embleton and Wright 
(1998), Quinn and Hilmer (1994) 
Embleton and Wright (1998), Outsourcing 
Cash infusion Institute (1998) 
Capital investment reduction and asset utilization 
Heikkila and Cordon (2002), Blumberg (1998) 
Outsourcing Institute (1998), Quinn and Hilmer 
Decreasing risks (1994) 
Being flexible is also frequently claimed as a reason that drives the outsourcing decision 
(Lau and Zhang, 2006 Quelin and Duhamel, 2003; Jennings, 2002; Domberger, 1998). 
Outsourcing allows organizations to quickly respond to customer's needs and changes in 
the dynamic environment. This is particularly true in the case where the company 
experiences great demand fluctuations. In the efforts to optimally manage business upturns 
and downturns, outsourcing is used as a means to gain flexibility (Jennings, 2002). 
Furthermore, as explained by Domberger (1998), the company's external suppliers in the 
form of networks of small organizations can adjust quickly and at lower cost to changing 
demand conditions compared to integrated organizations. 
In addition, outsourcing includes other possible benefits, although less frequently 
mentioned. For example, it tends to promote competition among outside suppliers. Hence, 
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availability of higher-quality goods and services in the future can be reassured (Kotabe 
and Murray, 1990). Cash infusion is another advantage the firms stand to gain from 
outsourcing (Embleton and Wright, 1998; Outsourcing Institute, 1998). This is because 
outsourcing often involves the transfer of assets from the firm to the supplier (Quelin and 
Duhamel, 2003). This asset transfer may result in significant income for the firm allowing 
it to fund investments leading to the enhancement of its core activities. Finally, 
outsourcing reduces risks (Outsourcing Institute, 1998; Quinn and Hilmer, 1994). As the 
business environment is changing quickly, significant investments exhibit tremendous 
risks. Firms must therefore think carefully not to get into big investments in the areas 
where they lack expertise in order to reduce risks. Indeed, the risks that the firm does not 
wish to take can be shifted to the outside suppliers who are specialized in the area, willing 
to invest, and more capable of managing the risks inherent in the particular areas (Quinn 
and Hilmer, 1994). 
Reasons behind outsourcing benefits 
However, all these benefits can be summed up into two major categories: operational cost 
efficiency and product/service quality, both leading to the value maximization goal. The 
former refers to cost saving benefits. The rest of the benefits mentioned above such as 
ability to focus scarce resources on core competencies, gaining access to external 
competencies and being more flexible can to some extent be linked to the latter category. 
This is consistent to the findings of past empirical studies. For example, Parry et al. (2006) 
come to the conclusion that these two factors drive the benefits of outsourcing of a US 
Aerospace company. Moschuris and Kondylis (2006) also sum up the benefits of 
outsourcing in the hospital industry in Greece consisting of cost efficiency and service 
quality improvement. These two types of benefits are explained in detail as to how they 
are derived. 
To begin with, outsourcing contributes to increasing the firm's cost efficiency due to two 
key factors, market competition (Vining and Globerman, 1999; Domberger, 1998) and 
specialization (Jacobides, 2005; Domberger, 1998). As stated earlier, outsourcing allows 
firms to focus on its core activities and shift non core activities to outside suppliers in the 
market. At the macro level, this leads to numerous business opportunities. For example, 
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many businesses, today, have started to adopt outsourcing strategies by deciding to focus 
on only their main activities and thus outsource less important activities such as cleaning 
and security. This creates vast opportunities for both cleaning and security service 
providers to enter into the market to provide services to other companies in the area. The 
higher the business opportunities in the cleaning and security services created by 
outsourcing the more they will attract other cleaning and security companies to enter to 
compete. Subsequently, this leads to higher competition. Competition forces firms to 
constantly innovate in order to dominate competitors and exceed customers expectations 
by simultaneously raising productivity and improving quality. Furthermore, in a 
competitive market, companies are normally forced to price at the lowest possible 
marginal cost (Vining and Globerman, 1999). These pressures leave the firms no options 
but to keep innovating and investing to maximize efficiency and thus offer the lowest 
price possible. 
In contrast, producing multiple activities in-house causes operation inefficiencies in a 
number of ways. Firstly, the level of competitive pressures faced by the suppliers in the 
market is not present within the company (Domberger, 1998) since the internal production 
units may act as monopolists who provide services to captive internal customers (Porter, 
1990). Therefore, internal production units have fewer incentives to be efficient. Secondly, 
if too many activities are organized within the company, it may experience diseconomies 
of scope in management (Coase, 1937). 
Cost efficiency is also created by specialization (Domberger, 1998). Apart from increasing 
business opportunities, outsourcing changes the way firms compete by transforming the 
entire industry from comprising generalists to specialists (Jacobides, 2005). In the past, 
companies used to vertically integrate to carry out activities in-house. This self-sufficient 
practice encouraged organizations to be able to produce everything but not well. However, 
since outsourcing has become more popular, companies, both the outsourcing firms and 
suppliers, are presented with opportunities to focus and be best at producing their selected 
main activities. All firms in the economy therefore have evolved to focus and increase 
specialization in their areas of business (Jacobides, 2005; Kandampully and 
Promsivapallop, 2005). 
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The link between specialization and cost efficiency is clearly explained by Domberger 
(1998). He argues that outsourcing enhances specialization in two ways. First, the 
outsourcing organization can focus on a narrowed range of internal production. This is 
consistent with the findings of the studies conducted by Lau and Zhang (2006), Quelin and 
Duhamel (2003) and Bailey et al. (2001). Second, on the supply side of the market, the 
suppliers can increase their focused production to serve the entire market once more 
companies outsource the activity supplied by the supplier. This argument is confirmed by 
empirical studies such as those conducted by Bush et al. (2008), Moschuris and Kondylis 
(2006) and Quelin and Duhamel (2003). The second issue addressed by Domberger is 
particularly significant because it allows suppliers to undertake an activity on a much 
greater scale. This directly leads to economies of scale where costs per unit of production 
decline as a result in an increase of production volume (Jiang and Qureshi, 2005). As 
mentioned earlier, suppliers, under competitive pressures, are willing to invest in the 
development of their core capabilities both in terms of technology and human resources 
development (Quinn, 1999; Alexander and Young, 1996). They, however, need not 
reinvest in these set-up costs in each transaction they serve the customer (Domberger, 
1998). Being a customer, the outsourcing firm, therefore, stands to gain from the cost 
savings offered by the outside specialists who operate at scale economies. 
The second group of benefits the outsourcing organizations gain from outsourcing is 
product quality. Quality provided by the external specialists is realized by the on-going 
innovation forced by market competition as previously explained. Hence, the first source 
of quality improvements comes from the market. The organization is able to leverage the 
best supplier's innovations and competencies (Quinn, 1999). Furthermore, quality is 
attained from the specialization within the organization itself. An increased focus on an 
organization's core competencies and outsourcing non-core activities allows the firm to 
increase managerial attention and resource allocation to the core activities (Quinn and 
Hilmer, 1994). The firm is permitted to become more specialized and produce its core 
activities at a superior level to its competitors. The combined sources of quality attained 
from the market and those generated within the company lead to an achievement of best 
performance in both core and non-core activities. It is noted here that even non-core 
activities of the outsourcing organization get produced by the enhanced core competencies 
of external experts each of which is a true master in their own area. For these reasons, 
Moschuris and Kondylis (2006) illustrate that outsourcing leads to a significant 
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improvement in hospital service quality. Bailey et al. (2001) also confirm that improved 
service quality from outsourcing is realized in large organizations in Scotland. 
Costs of outsourcing 
The benefits discussed in the previous section make outsourcing a promising strategy for 
companies seeking a competitive edge. Nonetheless, outsourcing comes with costs. There 
are two main types of costs associated with outsourcing. The first category, production 
cost, has been proved in favour of outsourcing since outsourcing drives operations cost 
efficiency. The second category, transaction costs, however escalates as outsourcing 
incurs. As explained by Coase (1937), there are costs of using the price mechanism in the 
market. These costs include the cost of searching for prices, negotiating and concluding a 
separate contract for each transaction. Based on this principle, Williamson (1981,1979) 
further develops the theory of TCE in deciding whether to produce each activity within the 
company or to purchase it from the market based on the costs of each transaction. TCE has 
frequently been used to explain outsourcing based on the costs of each transaction (see 
Chapter 3 for more detail). 
The transaction costs of outsourcing have been explained by several scholars. Vining and 
Globerman (1999) propose two main costs of a transaction including bargaining costs and 
opportunism costs. Bargaining costs include the costs of negotiating at pre-contract stage 
and at post-contract stage to make changes to the contract when unforeseen circumstances 
arise, costs of monitoring of the performance and costs of disagreements. Opportunism 
costs, on the other hand, are the costs associated with the risks of one firm being taken 
advantages by its trading partner. Opportunism occurs when the outsourcing partner 
attempts to change the agreed terms of a transaction to be more in their favour. 
Barthelemy (2001) and Domberger (1998) add to this the explicit costs of transaction 
which are the costs of searching for and selecting suppliers, writing specifications, drafting 
contracts and bidding before the bargaining costs explained by Vining and Globermand 
would incur. Furthermore, because of the risks of the supplier's opportunistic behaviour 
leading to the dangers of being exploited by the suppliers, the outsourcing company may 
experience a hold-up risk when they get locked into the disadvantaged contract. This leads 
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to a greater cost of monitoring the supplier's performance to guard against the 
opportunistic behaviours (Klein, 1995; Williamson, 1981). 
Table 2-3: Risks of outsourcing 
Key risks Key references 
Bailey et al. (2002), Heikkila and Cordon 
Fear of being exploited by suppliers 
(2002), Lonsdale and Cox (2000; 1998), 
Venkatesan (1992) 
Lau and Zhang (2006), Bailey et al. (2001), 
Loss of control to suppliers 
Embleton and Wright (1998), Quinn and Hilmer 
(1994) 
Quelin and Duhamel (2003), Heikkila and 
Dependence on the suppliers 
Cordon (2002), Lonsdale and Cox (2000), 
Loss of flexibility 
Domberger (1998), Embleton and Wright 
(1998) 
Bailey et al. (2002), Heikkila and Cordon 
Confidentiality and security issues (2002), Oates (1998) 
Transfer of know-how that encourages new 
Heikkila and Cordon (2002), Prahalad and 
competitors 
Hamel (1990) 
Quelin and Duhamel (2003), Lonsdale and Cox 
Risk of service provider's deficient capabilities (2000) 
Lonsdale and Cox (2000; 1998), Quinn and 
Loss of critical skills Hilmer (1994) 
Bailey et al. (2002), Embleton and Wright 
Difficult and costly to bring it back in-house (1998) 
Lonsdale and Cox (2000), Blumberg (1998), 
Affect morale of existing staff 
Embleton and Wright (1998), Oates (1998), 
Venkatesan (1992) 
Negative public image due to large employee lay- 
offs Embleton and Wright (1998) 
Outsourcing functions that have customer contact - 
risks of alienating customers Blumberg (1998) 
However, these opportunistic behaviours are believed to be present within the organization 
as well as in the market. The levels of opportunism by the company's own employees are 
believed, nonetheless, to be lower than in the market since the distribution of profits is 
more relevant in dealings between organizations (Vining and Globermand, 1999). Yet, this 
point is not completely convincing. Domberger (1998) considers there to be a lack of 
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theory to explain why it is easier to monitor and control internal staff than external 
suppliers. This point therefore requires further investigation, according to him. 
Then again, the supplier's opportunistic behaviour assumption seems to dispute the view 
of several academics who advocate trust as a key success factor in collaborative 
relationships (Blomqvist et at, 2005; Rugman and D'Cruz, 1997). Furthermore, it can be 
argued that the opportunism assumption becomes less relevant when outsourcing 
increases. As explained in the previous section, outsourcing drives market competition and 
thus suppliers must raise quality to survive. In a competitive market, suppliers need to find 
ways to delight the customer at a higher level than competitors. Clearly, outsourcing 
companies are dissatisfied by being exploited and want to avoid suppliers who exhibit 
high level of opportunism. Thus, suppliers are forced to minimize the opportunistic 
behaviours in order to sustain business. 
Besides the costs of transaction, other downsides of outsourcing are documented by 
scholars and are presented in Table 2-3. It is interesting to note that the majority of 
outsourcing disadvantages fall into the categories described under the umbrella of 
transaction costs. The first six types of disadvantages are directly related to fears about 
supplier's opportunism. Another group of outsourcing pitfalls includes the loss of critical 
skills, risk of service provider's deficient capabilities, and difficulty and costly to bring 
back in-house all happen due to the organization's own bad decision-making when 
outsourcing. This is attributed to a number of factors such as an inability to identify the 
correct types of activities to outsource. This is a significant problem faced by managers 
since distinguishing core from non-core activities is highly problematic (Kakabadse and 
Kakabadse, 2000; Mclvor, 2000; Alexander and Young, 1996). Failure to market search 
for the true experts could be another factor that leads to receiving less-than-good services. 
Outsourcing in a market that lacks quality suppliers is also dangerous according to 
Gronhaug and Haugland (2005) and Lonsdale (1999) and they suggest organizations 
should not outsource if they cannot identify suppliers that can provide quality service up to 
the agreed standards. 
Other key negative aspects of outsourcing relate to human resources issues. Since 
outsourcing normally involves a transfer of assets and possible staff from the outsourcing 
organization to the external suppliers (Quelin and Duhamel, 2003), this can considerably 
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affect morale of existing staff and may even in some cases generate internal fears and 
employee resistance (Lonsdale and Cox, 2000; Blumberg, 1998; Embleton and Wright, 
1998; Oates, 1998; Venkatesan, 1992). This can also lead to a negative public image due 
to large employee lay-offs (Embleton and Wright, 1998). 
However, as argued by Kakabadse and Kakabadse (2000), this problem depends crucially 
on how well outsourcing is planned, implemented and communicated to employees within 
the organization. Furthermore, they quote Purcell (1996) and explain that outsourcing can 
provide, in certain cases, good career development opportunities to employees who may 
get transferred to the suppliers. This is particularly true because their knowledge and skills 
should match the external expert better than being in less important business functions of 
the outsourcing firm. In other words, they move from working in a non-core activity of 
one company to work in the core activity of another company. Therefore, the external 
supplier should be able to provide them with much more promising career development 
opportunities. 
The final risk of outsourcing is raised by Blumberg (1998). He cautions that outsourcing 
direct customer contact activities may put the organization at risks of alienating customers. 
However, it is argued here that this risk can be managed if outsourcing is well-planned and 
the supplier has been carefully selected. More importantly, the risk is overshadowed by the 
benefits the outside experts stand to offer in terms of the best quality of the particular 
activity available in the market. This way, the renewed supplier may even enhance the 
company's reputation and can indeed add more value to its customers. 
In fact, one critical reason explaining why managers are dissatisfied with the outcome of 
their outsourcing decisions is due to a deficiency in outsourcing decision making (McIvor, 
2000; Lonsdale, 1999). If outsourcing is seen as a strategic tool then it has great potential 
to change the way organizations are managed for value maximization. Blumberg (1998) 
argues that most of the risks presented above can be managed. He suggests that 
outsourcing organizations change their management mind-set in order to minimize the 
outsourcing downsides and make the most of the benefits. This argument is well supported 
by the empirical study of outsourcing best practice in 747 UK, European and US-based 
organizations by Kakabadse and Kakabadse (2003). The findings reveal that high 
performance companies report greater benefits than do average performing companies. 
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One factor distinguishing best practice outsourcing organizations from the rest is the 
degree of top management commitment to the outsourcing strategy and their preparation 
prior to implementing the outsourcing plan. 
In conclusion, it is clear from the above discussion that outsourcing can generate 
tremendous benefits needed by organizations. These benefits are grouped into two 
categories, operation cost efficiency and product quality. The benefits primarily stem from 
market competition and specialization spurred by outsourcing and will subsequently drive 
more outsourcing, a never ending process. Moreover, all activities even at the non-core 
level within the organization can be of the best quality level since they are provided by the 
best external specialists. Once successfully combined, the company is able to offer the 
product that is best in all aspects to the market. However, outsourcing also has its 
downsides, with emphasis being placed on transaction costs as the most negative crucial 
factors. Nonetheless, according to authors, if the outsourcing decision is rationally made, 
planned and managed properly, the organization, the business partners, and its customers 
alike are all believed to be better off. 
2.5 Outsourcing empirical research 
Jiang and Qureshi (2006) reviewed 168 empirical research articles on outsourcing 
published between 1990 - 2003. They observed that the research has been concentrated in 
three areas: 
1) Outsourcing determinant-oriented research which investigate the drivers behind a 
firm's outsourcing decision - the "why" issues. 
2) Outsourcing process-oriented research which involves outsourcing contract 
negotiation, partner selection, implementation, control, monitoring - the "how" 
issues. 
3) Outsourcing result-oriented research which examines the effects of outsourcing to 
the firm. 
The existing determinant-oriented outsourcing studies have focused on examining the 
opinion of outsourcing decision-makers mainly through postal survey (such as Delmotte 
and Sels, 2008; Moschuris and Kondylis, 2006; Gonzalez et al., 2005), in-depth interview 
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(such as Bush et al., 2008; Lau and Zhang, 2006) and mixed research method involving 
both in-depth interview and postal survey (such as Quelin and Duhamel, 2003; Bailey et 
al., 2001). The findings generally confirm the issues identified and discussed in relation to 
outsourcing benefits and risks in the previous section. The key issues discovered by this 
group of studies have established that operational cost efficiency and improved quality are 
the key ultimate drivers for outsourcing (Moschuris and Kondylis, 2006; Lau and Zhang, 
2006; Quelin and Duhamel, 2003). 
Moschuris and Kondylis (2006) provided supporting evidence that cost savings and 
customer satisfaction are two main determinants of outsourcing in the hospital sector in 
Greece. Relative cost advantage that the vender offers was also identified by Bush et al. 
(2008) as a top driver for IT outsourcing in large organizations in Japan. A similar result 
was found by Quelin and Duhamel (2003) who collected data from 180 large 
organizations in Europe. Again operational cost savings are the most important driver 
found in this study. Other factors revealed by the study include an access to external 
expertise and quality improvement and a means to gain flexibility. In addition, Lau and 
Zhang (2006) discovered three groups of motivating factors for managers to outsource in 
six large companies in China. These include economic factor which comprises cost saving, 
cost reduction, and capital investment reduction, strategic factor such as to focus on core 
competence, to increase flexibility and to facilitate market penetration and environmental 
factor such as IT development and access to capability of suppliers. 
Taking a different approach to the determinant-oriented group of researchers who study 
the opinion of the outsourcing decision-makers, the result-oriented group of researchers 
focus their research attention on seeking evidence to verify the impacts of outsourcing on 
the organization after outsourcing has been complete. However, as observed by Jiang and 
Qureshi (2006), the research within this group has been fewer than the first group. The 
main reason behind the fewer number of studies is probably due to data access difficulties. 
Managers would normally be more reluctant to reveal data such as company financial 
figures than to express their opinion about outsourcing. Furthermore, financial related 
issues have been the focus of study within this research group. Jiang et al. (2006) 
identified three areas of positive effects of outsourcing including cost efficiency, 
productivity and profitability. The authors used secondary publicly available sources from 
51 publicly traded firms in the US and provided verification of the improvement of 
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profitability as a result of outsourcing. However, they did not find evidence to support 
productivity and profitability. The improvement of efficiency is further supported by a 
study conducted by Tovar et al. (2008) into 26 airports in Spain. Their findings indicated 
that outsourcing more airport services enhanced the airport operational efficiency. In 
addition, Parry et al. (2006) used a case study method and demonstrated that outsourcing 
enables cost savings. 
The empirical results regarding the effects of outsourcing on organization's profitability 
have been mixed. Jiang et al. (2006) did not find evidence to verify the relationship 
between outsourcing and profitability. A similar result was found by Gilley and Rasheed 
(2000) who collected data from 94 companies in the US. However, Murray and Kotabe 
(1999) found a positive association between outsourcing of supplementary services and 
the company performance. In addition, Espino-Rodriguez and Padron-Robaina (2005a) 
proved that outsourcing less strategic activities enhances profitability in the hotel sector in 
Spain. 
Furthermore, productivity improvement has also been studied but less frequently than 
other factors. Similar to the profitability factor, the results of productivity enhancement 
has not been clear. Jiang et al. (2006) failed to provide any evidence to establish a 
relationship between outsourcing and productivity improvement. However, Ten Rass and 
Wolff (2001) found a positive association between the rate of outsourcing and productivity 
growth. The researchers used secondary input-output data in various manufacturing 
sectors in the US to illustrate the relationship. Another supporting evidence was provided 
by Fixier and Siegel (1999) who concluded that productivity in the service sector will 
grow as outsourcing by service firms increases. However, their empirical evidence 
suggests that outsourcing led to short-term decline in services sector productivity but 
productivity improvements can be expected in a long-run. 
In addition to the above issues, quality improvement has also been identified as another 
key effect of outsourcing. Moschuris and Kondylis (2006) investigated 43 public hospitals 
in Greece and found that outsourcing leads to a significant improvement in hospital 
service quality. In addition, Parry et al. (2006) demonstrated that outsourcing enhances the 
overall service quality of the firms through the expertise of suppliers in their recent 
outsourcing study using a case study method. 
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Another group of researchers have investigated the outsourcing processes or the "how" 
issues. Bailey et al. (2001) adopted a mixed research method by incorporating 10 in-depth 
interviews and survey of 58 large companies in Scotland. The authors identified the 
criteria for selecting contractors which include reputation, cost, previous contacts and 
technical capability. The results of a study conducted by Gonzalez et al. (2005) into IS 
outsourcing in Spain revealed three success factors in outsourcing. These factors are the 
service provider's understanding of clients' objectives, the ability of the organization to 
choose the right provider and the client's clear idea of what is sought through outsourcing. 
Furthermore, service supplier trustworthiness and an ability to monitor and observe the 
supplier's employees are identified by Bush et al. (2008) as critical to the success in IT 
outsourcing. 
Another important observation noted from reviewing outsourcing empirical studies by a 
number of scholars (such as Mclvor, 2009; Gulbrandsen et al., 2009; Holcomb and Hitt, 
2007; Espino-Rodriguez and Padron-Robaina, 2006) is that outsourcing has been 
explained by two main alternative theoretical perspectives: the economic perspective of 
Transaction Cost Economics (TCE) and the strategic approach based on the Resource 
Based View (RBV). A brief introduction to these theories is provided below. 
Transaction Cost Economics (TCE) 
Transaction cost economics (TCE) seeks to explain not only the existence of the firm, but 
also its size and boundary choices (Klein, 1995). Outsourcing in the TCE context is 
organized for efficiency maximization. TCE theorists view a firm as a governance 
structure that organizes its transactions to achieve economic optimum of both production 
expenses and transaction costs (Williamson, 1975). Outsourcing to the external markets 
and operating in-house are alternative sources for completing the firm's transactions. 
Williamson (1975,1981) argues that outsourcing provides lower production costs due to 
external specialist's economies of scale and scope, however, the transaction costs are 
higher because it is more difficult for the firm to coordinate, monitor and control the 
external contractors than its own employees. By analyzing the costs of transactions of each 
different activity, TCE suggests that managers carry out all activities that possess high 
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transaction costs and outsource all others whose transaction costs are low. TCE has 
received vast empirical support in explaining outsourcing decisions (such as Bigelow and 
Argyres, 2008; Everaert et al., 2006; Morill and Morill, 2003; Coles and Hesterly, 1998a; 
Pisano, 1990; Walker and Weber 1987,1984). The detailed review of TCE is available in 
Chapter 3. 
Resource Based View (RBV) 
More recently, the strategic approach has emerged as an alternative to explain outsourcing 
decisions. From this perspective, outsourcing is treated as a strategy that helps raise the 
firm's competitive advantage. The RBV sees the firm as an entity with a collection of 
resources and capabilities that can be used to create competitive advantage and develop 
strategies (Barney, 1991; Grant, 1991). The firm's ability to sustain competitive advantage 
depends on its ability to effectively exploit its unique resources (Barney, 1991). The RBV 
theorists reject traditional economic assumptions that resources are homogeneous and 
perfectly mobile. Instead, they argue that resources owned by different firms are dissimilar 
and cannot be completely transferred among firms (Peteraf, 1993; Barney, 1991; 
Wernerfelt, 1984). This suggests that a firm can position to differentiate itself in the 
market based on its distinct resources. 
According to Barney (1991), firm's resources include all assets, capabilities, and 
organization processes that enable it to conceive of and implement strategies that improve 
its efficiency and effectiveness. However, not all resources within the firm have the 
potential to be a source of sustainable advantage. Barney (1991) argues that the resources 
that enable firms to sustain competitive advantage are only those that are valuable, rare, 
imperfectly imitable and non-substitutable. The author explains that a competitive 
advantage is achieved when the firm is able to implement a unique strategy. Competitive 
advantage is sustained if the firm's competitors are unable to duplicate the strategy. 
Furthermore, the strategic resources contributing to the sources of competitive advantage 
are ascribed by Prahalad and Hamel (1990) as the distinctive core competencies of the 
organization. RBV scholars put forward that, in order to gain competitive advantage, 
organizations need to focus on their unique sets of core resources and competencies 
(Quinn and Hilmer, 1994). In other words, activities that are based on the company's core 
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resources and capabilities should be produced in-house and all activities that do not truly 
reflect the company's unique resources and ability should be outsourced (Quinn, 1999; 
Quinn and Hilmer, 1994; Prahalad and Hamel, 1990). 
However, the core conception of RBV, sources of competitive advantage stemming from 
the resources and capabilities owned and controlled by a single firm, is challenged by 
Dyer and Singh (1998). They point out that a firm's critical resources may in fact extend 
beyond its boundaries. Organizations that combine resources in unique ways may gain an 
advantage over their competitors. 
In addition, RBV invites further criticisms. Gronhaug and Haugland (2005) claim that 
RBV has a less clear-cut conception of sourcing decisions and firm boundaries than TCE. 
Although it argues that the direction of firm growth is determined by the firm's existing 
stock of resources and competencies, the viewpoint does not clearly explain which 
activities should be performed within the boundaries of the firm and which should be 
performed in the market. Defining core competency for any one organization is really 
problematic (Kakabadse and Kakabadse, 2000). The theory is also difficult to apply into 
practice (Domberger, 1998). 
2.6 Outsourcing research in the hotel industry 
The outsourcing research in the hotel sector has been dominated by the adoption of the 
strategic approach. The findings of the studies generally support the core argument of the 
theory. Through a series of articles, Espino-Rodriguez and a colleague provide empirical 
analysis, employing mainly the resource-based view theory, in various aspects of 
outsourcing issues. Investigating 50 hotels in the Canary Islands in Spain, Espino- 
Rodriguez and Padron-Robaina (2005a) examine the outsourcing of hotel activities in 
general. The authors emphasize the need to focus the study of outsourcing in a single 
location suggesting that outsourcing of activities depends significantly on the offer of 
services available in the area. The authors argue that any analysis of several locations 
could bias the results. The results of their study report that activity performance, 
substitutability and transferability of activities are the key determinants of hotel 
outsourcing decisions. Non-core activities that yield a low degree of competitive 
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advantage to the hotels described as those which offer low performance or generate less 
value, comprise resources that are easily substitutable and transferable in the market are 
more likely to be outsourced. The authors also confirm that the outsourcing of less 
strategic activities is positively related to hotel performance both in terms of financial and 
non financial perspectives. Even though the level of outsourcing in the studied hotels is 
low, managers are reported to perceive outsourcing as having a great potential for 
operations strategy particularly for improving quality, increasing flexibility and providing 
better service (Espino-Rodriguez and Padron-Robaina, 2005b; 2004). Furthermore, the 
loss of control and autonomy together with the distrust of suppliers is said to limit the use 
of outsourcing in the hotels. 
Moreover, Lam and Han (2005) also take the strategic approach by examining outsourcing 
strategy as perceived by hotel managers in Shanghai. Similar to the work of Espino- 
Rodriguez and Padron-Robaina, a single location focus is adopted in this study. The 
findings indicate that the outsourcing market in the city is immature as it is hindered by 
two key factors including the incompleteness of local laws to protect hotel investors when 
outsourcing conflicts arise and the business cultural incompatibility between hotels 
dominated by Chinese managers and outsourcing suppliers. In addition, Lai (2007) 
researched the application of outsourcing in the Taiwanese hotel industry. Similar to the 
findings of Lam and Han (2005) in China, Lai points out the low level of hotel 
outsourcing in Taiwan due to the uncertainty of the quality of outsourcing services 
available in the market. The most outsourced hotel service operations in the Taiwanese 
hotel sector were common areas cleaning, laundry, security and surveillance, information 
system, and the provision of leisure activities. The author also emphasises the quality of 
services provided by the suppliers in the Taiwan market as the most important factor 
which influences managers' outsourcing decisions. 
In addition, a recent work by Donada and Nogatchewsky (2008) concentrates on 
explaining the supplier switching behaviour. The authors investigate the relationship 
between the likelihood of supplier switching and the independent variables which include 
emotional factors, relational norms, switching costs and their interaction effects. Their 
research method is different to other studies as they use two areas of study: France and 
Turkey, instead of one location as recommended by Espino-Rodriguez and Padron- 
Robaina (2005a) and Lam and Han (2005) and use hotels and restaurants as the subject of 
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study. Furthermore, they employ a convenience sampling and obtain 65 respondents. The 
results are reported to confirm the negative relationship between the likelihood of supplier 
switching and switching costs, relational norms and positive emotions. However, due to 
the adoption of two different locations, convenience sampling technique and small sample 
size, the validity of the findings is therefore doubtful. 
A number of studies consider outsourcing of a specific activity or a group of activities in 
hotels. For example, IT activity (Espino-Rodriguez and Gil-Padilla, 2007,2005a; 
Paraskevas and Buhalis, 2002), leisure activities (Espino-Rodriguez and Gil-Padilla, 
2005b) and food and beverage operations (Hemmington and King, 2000; Hallam and 
Baum, 1996) have been examined. The majority of these studies have employed the 
strategic perspective. 
Within the information systems function, the study by Espino-Rodriguez and Gil-Padilla 
(2005a) finds that hotels tend to retain in-house the critical and differentiating part of IT 
activity that add more value and improve the hotel's competitiveness. The authors also 
observe that hotels outsourcing more IT activities develop less managerial capabilities 
related to the knowledge of managing the hotel IT operations (Espino-Rodriguez and Gil- 
Padilla, 2007). In addition, the leisure activities that are highly specific to the hotels were 
found to perform better when carried out in-house (Espino-Rodriguez and Gil-Padilla, 
2005b). Food and beverage operations, normally considered as a key function in hotels, 
are reported as increasingly outsourced in both North America and the United Kingdom to 
well-known branded restaurant chains as this strategy helps the hotel to gain financial 
stability, know-how, and competitiveness (Hallam and Baum, 1996). Hemmington and 
King (2000)'s study of hotel food and beverage service outsourcing points out that the 
benefits of outsourcing in this department go well beyond the financial aspects. The results 
reveal five key dimensions that managers need to take into consideration in relation to the 
hotel restaurant outsourcing relationship. These issues include core competencies, brand 
compatibility, organization culture, operational tension, and systems of review, evaluation 
and control. 
Relatively few outsourcing studies in the hotel sector have adopted TCE those that have 
demonstrated that asset specificity principally explains hotel outsourcing. Two pieces of 
research by Espino-Rodriguez et al. (2008) and Lamminmaki (2005) focus merely on asset 
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specificity. The results of a qualitative study by Lamminmaki (2005) in Australia reveal 
that insourcing is generally preferred in the activities that require high specific asset 
investments. Site specificity and brand capital appear to be the most pertinent dimensions 
in this study. Furthermore, Espino-Rodriguez et al. (2008) examine the influence of asset 
specificity on outsourcing decisions in 82 hotels rated between 3-5 stars in Scotland. The 
authors focus on human and physical asset specificity elements. They are able to confirm 
the inverse relationship between specificity and outsourcing, although the relationship is 
said to be not very strong. They also further prove that outsourcing high asset specific 
activities leads to cost reductions and greater profitability. In a further study undertaken by 
Lamminmaki (2007) using a multi method approach combining in-depth interviews and 
survey of outsourcing motivation of a sampling of large hotels in Australia, the researcher 
investigates the TCE variables by measuring uncertainty and frequency independently 
from the effect of asset specificity. Other variables from agency theory and organizational 
factors are also incorporated. The findings provide some support for TCE and more 
support to other factors including managerial risk adversity, availability of specialist 
suppliers and hotel quality. 
Several observations can be made from the above review of previous studies. Firstly, the 
hotel outsourcing research is scarce. Most of the existing studies have adopted the 
strategic management perspective, while the existing TCE studies seem to provide 
inadequate explanation. Furthermore, the small sample sizes are a common limitation of 
many of these studies resulting in the generalisability of these studies being very 
questionable. In addition, an interesting point emphasized by many authors is the need to 
limit the outsourcing study to only one location. 
2.7 Conclusion 
This chapter has reviewed the definition, types, benefits and risks of outsourcing, and 
outsourcing empirical research in generic business and the hotel sector. The outcomes of 
this chapter can be summarised below: 
9 The argument over definition of outsourcing has been unsettled. However, the 
definition of outsourcing has been integrated in this chapter based on the key elements 
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drawn from the literature and it was used as the starting point. The new definition is 
finalised in study 1 of this research (see Chapter 5, p. 98). 
" The benefits of outsourcing can be grouped into two categories, operation cost 
efficiency enhancement and product/service quality improvement. The benefits are 
primarily an outcome of market competition and the specialization of suppliers. On the 
other hand, the most downside of outsourcing is related to transaction cost related 
factors. 
" Three groups of outsourcing research have been identified in the literature, which 
include determinant-oriented, process-oriented and result-oriented studies. The results 
of these empirical studies are generally in line with the theoretical issues of 
outsourcing benefits and costs. Furthermore, TCE and RBV are widely recognized as 
the theories that empirical outsourcing studies, most particularly within the 
determinant-oriented research category, have applied to research, explain and predict 
the decision and the level of outsourcing. 
" The literature review clearly suggested that an explanation of outsourcing from the 
TCE perspective within the hotel operational context is still limited in number, the 
existing results remain unclear and the research has only been conducted in Australia. 
Hence, TCE will be chosen as the primary theory to investigate determinant factors of 
hotel outsourcing decision in this study. Furthermore, the literature emphasized the 
need to limit the study to one location as interpreting results from different locations 
may bias the results due to different levels of the available services offered by the 
suppliers in the area. Hence, this research will also adopt this approach and conduct 
the study in one country, Thailand. As previously indicated in Chapter 1, TCE 
provides a potentially useful framework and it is still inadequately applied to the hotel 
outsourcing research. Thus, the outcomes of the literature so far have guided this 
research to be the first that adopts TCE to examine hotel outsourcing in a developing 
country. The literature relating to TCE and its application to outsourcing will be 
thoroughly reviewed in the next chapters and the result of this review will provide the 
direction and platform to this research. 
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Chapter 3 Transaction Cost Economics (TCE) 
3.1 Introduction 
This chapter reviews principles of TCE. Key topics in this chapter include an investigation 
of the theory development, an explanation of how the theory functions, a discussion of 
assumptions and core dimensions that determine transaction costs, a review of research 
previously employing this theory, and a discussion of the theory's criticisms. 
3.2 Development of TCE 
Lacity and Willcocks (1995) explain that TCE was developed because economists realized 
a divergence between economic theory and real world business practices. Neoclassical 
economists view firms as production function which turns inputs into outputs. The 
manager aims to maximize profits by minimizing production costs which include the costs 
of land, labor and capital. In addition, the analysis within the neoclassical notion 
concentrates on equilibrium market outcomes where products and resources are allocated 
by price (Mankiw, 2004). Based on this framework, it is explained that goods and services 
are most efficiently produced in specialized organizations that are able to achieve 
economies of scale (Mankiw, 2004; Lacity and Willcocks, 1995). 
Although the neoclassical conception has been well developed, and to date, remained for 
more than a century, it does not exist without criticisms. One obvious critique is that the 
theory does not meet organizational practicality (Hobbs, 1996). This is due to two reasons. 
Firstly, it insufficiently explains the nature of the firms. While the theory explains how 
firms function, it does not clearly address how firms are structured. In other words, it fails 
to explain how production is organized within a firm. Hence, what defines a firm or what 
determines its boundaries remain an unanswered question under this theory (Hart, 1989). 
Secondly, the theory was developed under several assumptions that contradict to the 
reality (Aubert et al., 1996a; Hobbs, 1996). For example, individuals are assumed to act 
rationally, possess perfect information, hence, there is no uncertainty regarding prices or 
the behaviour of competitors and trading partners. As a result, the reality that one firm 
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could exercise market power over the other is ignored. Moreover, the theory assumes 
away the difficulties and costs in carrying out transaction exchanges (Hobbs, 1996). 
The limitations of the neoclassical economic paradigm were originally recognized by 
Coase (1937). He questioned whether it is sufficient to assume that resources and products 
are allocated in the economy by price alone. He discovered that there are costs of using the 
price mechanism in the market which have been ignored under the neoclassical paradigm. 
As a result, many organizations choose to produce goods and services (inputs) internally 
rather than obtaining from the specialized organizations in the market as suggested by the 
neoclassical notion. These costs include the costs of searching for prices, negotiating and 
concluding a separate contract for each transaction. These costs were later termed "costs 
of transacting" or "transaction costs" (Williamson, 1975). 
Based on the argument initiated by Coase (1937), instead of treating firms as a production 
function, Williamson (1981; 1979; 1975) forwarded TCE that positions the firm as a 
governance structure. His key proposition is that markets and hierarchies (the firm) are 
proposed as alternative sourcing instruments for completing the firm's transactions 
(Willamson, 1975). The theory holds that certain types of sourcing methods offer more 
efficiency to the organization depending on the particular characteristics of the 
transactions. The firm's objective is to manage each transaction in the most efficient 
manner by correctly matching a variety of transactions presented to the firm to different 
sourcing alternatives. Transactions are organized to achieve economic optimum of both 
production expenses and transaction costs (Willaimson, 1981). 
Therefore, TCE is very much concerned with the sourcing behaviour of the firms. TCE is 
mainly an analysis tool available to organizations for analyzing sourcing alternatives of 
operational inputs, whether to produce internally or obtain from the market. This issue is 
not clearly addressed in the neoclassical economic theorem. 
3.3 The logics of TCE 
The discussion in the previous section suggests that, in total, there are two types of costs in 
sourcing: production costs and transaction costs. The production costs simply refer to the 
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costs of turning inputs into outputs, which include the costs of land, labour and capital as 
explained in the neoclassical principle. Transaction costs, in contrast, are the costs of 
organizing and managing each transaction. Williamson (1981) refers to the costs, 
excluding producing costs, that take place before and after the contract is signed. These 
include "the ex ante costs of negotiating and writing, as well as the ex post costs of 
executing, policing, and when disputes arise, remedying the (explicit and implicit) contract 
that joins them" (Williamson, 1981, p. 1544). 
Several scholars have attempted to provide further explanation to the transaction costs. 
Dyer (1997, p. 536) cite Williamson (1985), Hennart, (1993) and North (1990) to 
summarize these costs into four categories including the following: 
" Search costs include the costs of gathering information to identify and evaluate 
potential trading partners. 
" Contracting costs refer the costs associated with negotiating and writing an 
agreement. 
" Monitoring costs refer to the costs associated with monitoring the agreement to 
ensure that each party fulfills to its predetermined sets of obligations. 
" Enforcement costs refer to the costs associated with ex post bargaining and 
sanctioning a trading partner that does not perform according to the agreement. 
Majumdar and Ramaswamy (1994) argue that the costs listed above can all be primarily 
grouped under `information costs' because they all have a strong information element. 
Vining and Globerman (1999), on the other hand, propose two main costs of a transaction 
including bargaining costs and opportunism costs (see next section for detail). Both cost 
circumstances occur when at least one party acts self-interestedly but in good faith in 
bargaining situations and in bad faith in opportunisms. Bargaining costs include costs of 
negotiating at pre-contract stage and at post-contract stage to make changes to the contract 
when unforeseen circumstances arise, costs of monitoring of the performance and costs of 
disputes. Opportunism costs, on the other hand, are the costs of the supplier's behaviour to 
change the agreed terms of a transaction to be more in their favour. 
Both production and transaction costs are, in fact, present in the market as well as the firm. 
It is assumed that the market offers lower production costs (as indicated by the price of 
product) but higher costs of transaction than the firm. The reverse is also true (Grover and 
Malhotra, 2003; Klein, 1995; Willaimson, 1981). Hence, when faced by the decision 
whether to produce a component of input or to operate an activity internally or obtain from 
54 
Chapter 3 Transaction Cost Economics (TCE) 
the market, the company must compare the sum of production costs and transaction costs 
inherent to the two sourcing alternatives. When producing internally, the organization is 
generally presented with the scenario where the transaction costs are relatively lower but 
higher in production costs. The transaction costs are relatively lower when producing 
internally because organizations find it less costly to coordinate, monitor and control 
internal employees than external suppliers. This occurs due to three respects according to 
Williamson (1981). First, common ownership reduces incentives of the departments 
within the firm to pursue local goals. This point is added to by Lacity and Willcocks 
(1995) when they suggest that an efficient system of rewards and punishments has already 
been in place within the organization by the administration to discourage employee 
opportunism, whereas, extra transaction costs must incur to prevent supplier opportunism. 
Second, internal organization makes it much easier to resolve differences. Finally, internal 
organization makes relevant information access far simpler when disputes must be settled. 
In contrast, producing multiple activities in-house can cause operational inefficiencies in a 
number of ways. Firstly, the level of competitive pressures faced by the suppliers in the 
market is not present within the company (Domberger, 1998) since the internal production 
units may act as monopolists who provide services to captive internal customers (Porter, 
1990). Therefore, internal production units have fewer incentives to be efficient. Secondly, 
if organized too many activities within the company, it will experience diseconomies of 
scope in terms of management (Coase, 1937). 
On the other hand, when the company chooses to outsource or complete a transaction 
through the market, it generally experiences relatively lower production costs but higher 
costs of transaction. Under market competition, it is normally cheaper (in terms of 
production costs) to purchase inputs from the market. In order to survive in a competitive 
market, companies are normally forced to price at the lowest possible marginal cost 
(Vining and Globerman, 1999). Furthermore, based on Williamson (1981), the markets are 
able to offer lower production costs due to scale economies, risk pooling, and economies 
of scope. 
Suppliers in the market achieve economies of scale in their production because they are 
specialists (Jacobides, 2005; Domberger, 1998). The specialization allows the supplier to 
focus on one activity while serving many customers. Hence, an activity can be produced 
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on a much greater scale (Bush et al., 2008, Moschuris and Kondylis, 2006; Quelin and 
Duhamel, 2003). This directly leads to economies of scale where costs per unit of 
production declines as a result of an increase of production volume (Jiang and Qureshi, 
2005; Domberger, 1998). Furthermore, the supplier can spread the risk of its operation 
over many customers. At the same time, economies of scope are achieved because a 
supplier with many customers can offer a variety of similar and/or related products. Thus, 
this leads to cost reductions due to a diverse range of related activities (that are produced 
within the same core capabilities, technology and resources) organized within one 
organization (Domberger, 1998). 
Apart from lower production costs, market competition also raises product quality (Vining 
and Globerman, 1999; Domberger, 1998). The higher quality provided by the external 
specialists is realized by an on-going innovation forced by market competition. 
Competition drives companies to constantly innovate in order to dominate its competitors 
and exceed customer's expectations by simultaneously raising productivity and improving 
quality. Therefore, it is clear that markets generally provide better cost efficiency and 
quality than sourcing within the company (Quinn and Hilmer, 1994). 
Nevertheless, given the benefits of markets explained above, the transaction costs are 
generally higher because, as recognized by Coase (1937), there are outlays of using price 
mechanisms in the market. In some situations, transaction costs are too high and they 
outweigh the gains offered by the market. When combined both production and 
transaction costs, the total costs become lower if the transaction is organized internally. 
This situation leads to an insourcing decision (Williamson, 1985). 
In sum, due to economies of scale and specialization of the market, and the administrative 
and incentive limits of the organization (Grossman and Hart, 1986 cited in Pisano, 1990; 
Williamson, 1985), markets are a more efficient governance structure, unless a transaction 
is surrounded by special circumstances. In other words, the theory holds that, in certain 
situations, the costs of market exchange may increase substantially and surpass the 
production efficiency provided by the market. If this is the case, internal sourcing will be 
more favour than market sourcing. This argument leads to a key issue that requires further 
examination. Under what circumstances do transaction costs surpass the gain from the 
market? More specifically, what determines the transaction costs of each activity? 
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3.4 Assumptions 
Before the above issues are examined, this section will describe the assumption of TCE. In 
other words, transaction costs are analyzed under the assumption that the following factors 
are present. These factors are related to the human behaviour including bounded 
rationality and opportunism. With regard to bounded rationality, Williamson (1975) cites 
Simon (1961; 1957) to explain the fact that individuals intend to be rational but 
unfortunately they experience limits in solving complex problems and in processing 
information. Therefore, bounded rationality poses a problem especially in situations of 
complexity or uncertainty since it impedes the ability of people to make full rational 
decisions (Rindfleisch and Heide, 1997; Hobbs, 1996). Opportunism, on the other hand, is 
described by Williamson (1975, p. 26) as "self-interest seeking with guile". By this 
meaning, economic agents are motivated by promoting the benefits coming to them. 
Simply put, trading partners may act self-interestedly in bad faith to each other (Vining 
and Globerman, 1999). However, as pointed out by Hobbs (1996), it does not entail that 
all economic agents always act opportunistically, rather, it is the risks of opportunism that 
the firms often face. 
These two behavioural assumptions indicate that companies are faced with risks carried by 
individuals in the marketplace who are involved in the transactions because they generally 
have computational limits and are unreliable. The firm must therefore assess their 
alternative governance structures in terms of their ability to economize on bounded 
rationality while simultaneously protecting transactions against opportunism (Williamson, 
1981). Transactions are thus normally organized by contracts. However, because of 
bounded rationality, complete contracts are hard to be achieved. 
3.5 Dimensions of transaction costs 
Williamson (1979) provides insights into ways of estimating the transaction costs inherent 
to different transaction types based on a number of critical dimensions including asset 
specificity, transaction uncertainty and frequency. To state this differently, the levels of 
transaction costs of each transaction are driven by these factors. Frequency, however, has 
been ignored by many researchers such as Grover and Malhotra (2003), and Walker and 
Weber (1984), among others, who consider only asset specificity and uncertainty as two 
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prime dimensions of transaction costs. Furthermore, the degree of market competition 
(Pisano, 1999, Vining and Globerman, 1999; Walker and Weber, 1984) has also been 
documented as another determinant of transaction costs but again is not as widely accepted 
as the aforementioned three factors. 
Asset specificity 
Asset specificity refers to the degree to which transactions are supported by durable and 
transaction-specific investments (Williamson, 1975). This denotes the extent to which 
customization or specialisation of the asset is required for a particular transaction or user. 
High asset specificity indicates that the asset must be specially designed for the use of just 
one particular transaction or user. This asset cannot be used for other buyers without huge 
adaptation. According to Williamson (1991), asset specificity comprises six aspects as 
follows: 
" Site specificity, which pertains to the investment made to locate the operations 
within physical proximity of each other to save on transportation and inventory 
expenses (Williamson, 1991). 
" Physical asset specificity, which refers to investment in equipment that is specific 
to the transaction and will have low values at the end of the contract because it can 
be virtually of no use to other transaction (Joskow, 1988). 
" Dedicated assets, which refer to "a general purpose asset, as opposed to a 
specialised asset, that has been purchased for a specific long-term trading 
relationship. Should the relationship expire, excess capacity will result" 
(Lamminmaki, 2005, p. 518). 
" Human asset specificity, which addresses the specialization of skills that arises 
from learning-by-doing (Williamson, 1991). 
9 Brand name capital, which relates directly to reputation investment. It is the 
situation where one party can damage the brand name reputation of another party, 
if entering into a contract. In the situation where high brand name capital asset 
specificity is present, companies will not outsource an activity that allows its 
supplier to damage its reputation (Lohtia et al., 1994). 
" Temporal, introduced by Masten et al. (1991), refers to the investment where 
timely performance and coordination of activities is critical. This means timing and 
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coordination represents the specific asset (Lamminmaki, 2005). For example, the 
timing of laundry delivery from the laundry company to the hotel is a critical cost 
of transaction. This component matches the meaning of "time specificity" 
explained by Malone et al. (1987). 
In addition, Zaheer and Venkatraman (1994) propose another dimension, procedural asset 
specificity. According to the authors, procedural asset specificity refers to the degree of 
the contractor's work processes that are customized in accordance with the outsourcing 
company's requirements. This is particularly imperative to the service transactions as 
service performance is characterized by procedures and processes. 
In general, transactions with high asset specificity favour in-house production. Two 
reasons explain this. Firstly, opportunism risks are normally significant in the transactions 
that require high specific asset investment (Rindfleisch and Heide, 1997). High specificity 
creates sunk cost and the party who commits assets is vulnerable to opportunism risks by 
the trading partner who may threaten to end the project too early and cause the investor to 
lose the committed assets (Vining and Globerman, 1999). Therefore, transactions 
requiring important specific investments will also demand a contract or mechanism to 
protect the investor. In order to avoid being put into a disadvantageous situation, the 
investor will ask for longer duration of the contract or will build bilateral adjustment 
mechanisms into the contract (Aubert et al., 1996a). Hence, as high asset specificity 
normally leads both supplier and buyer to get locked into the contract, both parties will 
insist upon contractual safeguards and hence increase the costs of the transaction. 
Another reason is because high asset specificity leads to a decline in market production 
cost advantage (Williamson, 1981). The production cost advantages of markets decrease 
and thus it increases the comparative governance costs of markets as assets needed for the 
transaction become progressively more specific. This is because the highly specific asset is 
characterised as fully specialised to a single use or user only. This asset therefore, assumes 
low transferability to another use or user. This means there is only one customer for this 
particular customised capital or transaction in the market. Hence, the market is unable to 
attain the economies of scale as well as risks pooling benefits. In fact, the production costs 
in the market become as equal as in-house production but where transaction costs in the 
latter are much lower. 
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Thus, because of the above rationale, transactions involving high specific asset investment 
are better off to the organization if they are arranged in-house rather than obtained from 
the market. 
Uncertainty 
The second factor, uncertainty, entails the inability of decision makers to specify a 
complete contract (Williamson, 1975). It refers to the level of unforeseen changes in 
conditions surrounding a transaction (Grover and Malhotra, 2003) and thus indicating a 
lack of information (Aubert et al., 1996b). This dimension positions transaction cost 
theory away from traditional unrealistic assumption of classical economic theory where all 
economic agents are well-informed. Indeed, most transactions carry an element of 
uncertainty. 
Grover and Malhotra (2003) and Rindfleisch and Heide (1997) classify uncertainty into 
two dimensions: environmental and behavioural. Environmental uncertainty refers to the 
unpredictability of the environment and the volume of products or services. According to 
Walker and Weber (1984), volume uncertainty and technological uncertainty exist at this 
level. Volume uncertainty depends on the fluctuation level of demand for the component 
or activity, while technological uncertainty relates to the likelihood of change in 
component specifications. All factors within environmental uncertainty pose an adaptation 
problem including difficulties with modifying agreements to change circumstances. 
Behavioural uncertainty, on the other hand, refers to the difficulties in performance 
evaluation or in verifying whether compliance with established agreements has been 
made. Indeed, it is generally difficult and costly to measure the actual performance of the 
suppliers, particularly in the case of services (Aubert et al., 1996a). This classification of 
uncertainty is shared by other scholars, although they use different terms. Anderson (1982 
cited in Walker and Weber, 1984) calls them environmental unpredictability and difficulty 
of evaluating performance and Bello et al. (1997) refer them to environmental (complex, 
little known) and internal (performance evaluation). 
Since bounded rational individuals have capability limitations in processing information, 
the situation will turn severe in a high uncertain environment where the product/service 
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quantity (demand volume) is hard to predict, the service specifications are complex to 
specify, and the quality (performance) is difficult to assess (Bello et al., 1997; Willaimson, 
1981). This raises problems in predicting future contingencies as the company has limited 
information and thus undermines the company's ability to specify accurate elements in the 
contract (Bello et al., 1997). Given the transaction requires specific asset investments, a 
hold-up potential is created by opportunistic supplier, the situation deepens where 
contracts lack contingencies and where the supplier's performance is hard to measure. 
Hence, monitoring as well as other transaction costs will rise. In sum, where transaction 
specific investments are present, uncertainty raises transaction costs. 
Frequency 
Frequency with which transactions occur refers to the number of times the purchaser seeks 
to initiate the transaction (Lacity and Willcocks, 1995). Where specific assets are not 
required and suppliers are available, transactions, irrespective of the frequency level, are 
commonly organized through market as the market provides more production efficiency. 
Companies are willing to bear the relatively higher transaction costs embedded in the 
market as they are outweighed by the external expert's production cost advantages. On the 
contrary, given the specific investments required and thus high transaction costs, 
recurrence permits costs to be recovered through insourcing (Williamson, 1979). 
Therefore, frequency coupled with specific investments favours internal production. 
However, as it is reported by Rindfleisch and Heide (1997), frequency has often been 
neglected in research into examining transaction costs. Furthermore, the existing study 
results have been largely unsuccessful in confirming the hypothesized effects of frequency 
including any positive association between transaction frequency and decision to carry out 
transaction internally. Furthermore, Aubert et al. (1996b) and Rangan et al., (1993) 
propose in their studies of information system outsourcing and product distribution 
arrangements that whether all considered transactions are needed on a continuous or 
recurrent basis, frequency dimension can be treated as a non-influential factor to the 
sourcing decision. Therefore, under such situations, frequency can be excluded from the 
analysis. 
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Supplier availability 
Another factor is market competition (Walker and Weber, 1984). It is alternatively termed 
"contestability" by Vining and Globerman, (1999) and originally called "numbers 
bargaining" by Williamson (1975). It simply refers to the degree of competition amongst 
the company's current and potential suppliers in the market (Bello et al., 1997). This can 
be denoted as the availability of viable suppliers in the market. 
Generally speaking, high supplier availability forces high competition and leads to a 
reduction of opportunistic behaviors (Williamson, 1975). In a competitive market, 
suppliers need to find their way to delight the customer at a higher level than its 
competitors by offering lower price and maximizing product and service quality. Thus, 
suppliers are forced to price low at pre-contract stage and minimize opportunistic 
behaviours at post contract stage in order to sustain its business. This is because 
replacement is easily obtained since suppliers in the market are abundant. However, the 
opposite is true where there are less numbers of viable contractors in the market to 
complete the contract. Williamson (1975) and Klein et al. (1978) argue that small numbers 
bargaining situations create market inefficiencies that produce greater switching costs and 
raise the possibility of opportunistic behaviour. This small numbers bargaining condition 
will turn severe in high specific asset invested transactions as replacement at the post 
contract stage will be more difficult because specific assets strictly lock both trading 
parties into the contract and a replacement involving high specific investment within a 
short notice is difficult. Nevertheless, a high competitive supplier market forces suppliers 
to compete with each other and it should make replacement of specific transaction less 
problematic. Therefore, high competition generally reduces transaction costs and 
decreases the influence of specific investments on the level of insourcing. 
In addition, Shelanski and Klein (1995) caution about conceptual confusion over the key 
variables. They suggest that TCE empirical research often measures uncertainty without 
the presence of asset specificity. In fact, decisions to carry out the transaction in-house or 
purchase from the markets depends on the degree of specificity of the required asset. 
Opportunistic behaviours are driven mainly by specific asset investment. Without fixed 
asset investment, other factors may play little role in affecting the governance decisions. 
The authors explain that in the situations where specific investments are needed, 
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transactions with high uncertainty and/or frequency favour an insourcing decision. On the 
other hand, in the absence of specific asset investments, it is less costly for a company to 
buy a good or service straight from the market in a highly uncertain environment than to 
assume risks of producing it internally (Shelanski and Klein, 1995) regardless of 
frequency. Coles and Hesterly (1998a) interpret Williamson's original explanation of the 
theory and argue in a similar vein with Shelanski and Klein. The authors contend for a 
main effect of asset specificity alone and examine uncertainty as an interaction effect with 
asset specificity in their study on make-or-buy decisions in hospitals. Similar approach can 
be found in Murray and Kotabe (1999) and Erramilli and Rao (1993). 
However, many other authors such as Lamminmaki (2007), Evereaert et al. (2006), Aubert 
et al. (2004), Morill and Morrill (2003) and Walker and Weber (1984) take a different 
approach and test the TCE variables separately and have confirmed that other TCE factors 
also prove to have direct effects on outsourcing. In some cases, other TCE or non-TCE 
variables are confirmed despite no or little effect of asset specificity being found 
(Lamminmaki, 2007; Murray and Kotabe, 1999). Hence, it is necessary to investigate both 
direct and indirect effects of the TCE variables. 
To sum up, asset specificity is claimed to play the central role in the TCE concept. It is 
suggested that asset specificity is positively related to the adoption of internal governance. 
This relationship is further positively enhanced with the presence of uncertainty and/or 
frequency. Conversely the strength of relationship is reduced by the effect of supplier 
competition. However, a number of studies have also successfully confirmed the direct 
effects of uncertainty, frequency and the level of supplier availability. 
3.6 TCE empirical research in outsourcing 
Although TCE originated within economic discipline, the theory has been applied to 
various business fields of study particularly in the explanation of decisions in vertical 
integration, make-or-buy, outsourcing, foreign market entry, distribution channel 
management, and industrial purchasing strategy. A comprehensive review on TCE 
research by Rindfleisch and Heide (1997) reveals that most TCE studies have focussed on 
the manufacturing context with an emphasis on factories and plants. Indeed, less research 
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has applied TCE to services, particularly in the situations where customers (end consumers 
i. e. hotel guests) interactions are involved. This presents rich opportunities to scholars to 
employ TCE to explain issues in services, whose characteristics are different to 
manufacturing. 
In general, TCE research treats the governance structure form as a dependent variable, 
while transaction cost dimensions are independent variables. As reported by Rindfleisch 
and Heide (1997), the methodology employed in previous studies is diverse. The studies 
are dominated by quantitative methods and postal survey is the most common means of 
data collection (such as Gulbrandsen et al., 2009; Lamminmaki, 2007; Everaert et al., 
2006; Aubert et al., 2004; Morill and Morill, 2003; Murray and Kotabe, 1999; Ang and 
Straub, 1998; Coles and Hesterly, 1998a, b). A considerable number of TCE studies use 
secondary data collection techniques from sources such as industry trade publication and 
contractual agreements between exchange partners such as Rieple and Helm (2008), 
Bigelow and Argyres (2007) and Pisano (1999). In addition, other qualitative techniques 
have been used such as case study (Watjatrakul, 2005; Hallwood, 1991) and in-depth 
interview with key informants (Lamminmaki, 2005; Lacity and Willcocks, 1995). 
Shelanski and Klein (1995) and Hobbs (1996) highlight the measurement problems of 
TCE constructs in the quantitative research. They claim that the measurement problems 
are primarily because variables in TCE are difficult to operationalise and quantify as, 
unlike production costs, they are not readily available and consistent measurement across 
companies and industries are hard to achieve. For example, what is believed to be a 
specialized asset in one company may be rated differently in another company or industry. 
Likewise, the degree of environmental uncertainty can be different from one industry to 
another. Therefore, results of multi-industry studies may differ from the reality. For this 
reason, Shelanski and Klein (1995) emphasize the need to conduct TCE study in one 
industry. 
A large and growing body of literature has applied TCE to outsourcing, the make-or-buy 
decision and vertical integration. Table 3-1 provides a summary of key variables being 
investigated in selected TCE-based outsourcing empirical research. It appears that asset 
specificity has been most frequently tested in the empirical research. A large number of 
studies have also been conducted to examine uncertainty and supplier availability, while 
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frequency has been investigated less than other TCE-factors. It is interesting to note that 
uncertainty construct has been treated differently among scholars. Aubert et at. (2004), 
Murray and Kotabe (1999) and Coles and Hesterly (1998a) treat uncertainty as one 
construct. However, the majority of researchers see uncertainty as two different variables, 
namely environmental uncertainty and behavioural uncertainty and examine them 
separately (such as Lamminmaki, 2007; Spekle et al. 2007; Miranda and Kim, 2006; 
Watjatrakul and Drennan, 2005; Morill and Morill, 2003). 
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Furthermore, a growing number of scholars have realised that TCE on its own may not 
necessarily provide a complete explanation to the outsourcing phenomena (Mclvor, 2009; 
Gulbrandsen et al., 2009; Holcomb and Hitt, 2007). For this reason, more and more 
studies have been conducted to incorporate other theories into TCE-outsourcing research. 
Sorrel (2007), Ang and Cummings (1997), Bello et al. (1997) and Walker and Weber 
(1984), for example, combine TCE with production cost related variables including 
comparative production cost with suppliers, capital investment and firm size. Other 
variables such as customer contact (Murray and Kotabe, 1999), risk aversion of the 
managers (Lamminmaki, 2007; Everaert et al., 2006) and institutional context (Sorrel, 
2007; Miranda and Kim, 2006; Ang and Cummings, 1997) have also been investigated 
together with TCE. Firm's knowledge and experience appear to have been more widely 
merged with TCE than other variables (such as Gulbrandsen et al., 2009; Bigelow and 
Argyres, 2008; Holcomb and Hitt, 2007; Everaert et al., 2006; Poppo and Zenger, 1998). 
Among the four dimensions of transaction costs, asset specificity has been treated 
successfully more than uncertainty, frequency and supplier availability. Most empirical 
findings confirm propositions in asset specificity, disclose mixed support to uncertainty, 
frequency and supplier availability. This is similar to the observation made by Shelanski 
and Klein (1995). Strong substantiation for asset specificity is provided by Watjatrakul 
(2005) and Morill and Morill (2003). Similarly, Spekle et al. (2007) and Everaert et al. 
(2006) provided strong supporting evidence for asset specificity for outsourcing of 
accounting related tasks. In addition, Lyons (1995) found that asset specificity had a 
higher impact than scale or scope economies for in-house production on the outsourcing of 
inputs in the vehicle, electronic and metal processing industries in the UK. 
Aubert et al. (2004) found that uncertainty has a negative relationship with IT outsourcing 
as predicted by TCE. Behavioural uncertainty has been verified to have had a significant 
positive relationship with in-house production for complex production activities in the car 
manufacturing industry (Navak and Eppinger, 2001) and drug manufacturers (Azoulay, 
2000). Walker and Weber (1984) demonstrated in their outsourcing study in the US car 
manufacturing that environmental uncertainty leads to insourcing decision. Furthermore, 
Coles and Hesterly (1998a) found evidence to support the view that in the presence of 
asset specificity, higher uncertainty will increase in-house operations of hospital activities. 
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Ono (2007) provided supporting evidence to supplier availability by showing that the level 
of outsourcing tends to be greater in the `thicker' local markets that have more suppliers 
available to the firm to outsource. A similar result to Ono (2007) on the effect of supplier 
availability is also provided by Pisano (1990) who investigated R&D sourcing decisions in 
pharmaceutical companies. 
Spekle et al. (2007) and Everaert et al (2006) investigated outsourcing of accounting 
related tasks and confirmed that frequency has a negative relationship with outsourcing. 
Furthermore, Murray and Kotabe (1999) examined the role of frequency as a moderator to 
the asset specificity and outsourcing relationship in 100 US service firms. They found that 
the relationship between asset specificity and internal sourcing of supplementary services 
is negatively moderated by frequency 
However, Miranda and Kim (2006) noted the contradictions in the results of various 
outsourcing studies to the TCE logic. Although the effect of asset specificity has been 
confirmed based on TCE, an inverse relationship of this factor with outsourcing has been 
found by Aubert et al. (2004) and Murray and Kotabe (1999) and no support was found by 
Nam et al. (1996). Ang and Cummings (1997) found that asset specificity affected 
outsourcing in large but not small banks. They also demonstrated that uncertainty had a 
positive rather than negative effect on outsourcing. In addition, Everaert et al. (2006) 
found a contrary effect of environmental uncertainty to TCE as they revealed that it has a 
positive effect on the level of outsourcing. Walker and Weber (1987) found the 
relationship between uncertainty and level of outsourcing to be different under different 
levels of supplier availability. They found that high uncertainty regarding volume leads to 
in-house operation decision in low competition markets but not in high market 
competition. On the other hand, technological uncertainty leads to outsourcing decision 
when market competition is high. In addition, Rieple and Helm (2008) used data obtained 
from various secondary sources in seven airlines and applied TCE to predict the level of 
outsourcing. They concluded that the degree of outsourcing of the activities under study 
does not always follow what TCE would predict. 
In summary, this section has reviewed the outsourcing empirical studies that employ TCE 
as the primary theory in investigation. It appears that asset specificity has been most 
frequently tested while uncertainty, supplier availability, and frequency have been 
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investigated less. Uncertainty has commonly been separated into two variables: 
environmental and behavioural rather than one construct. The majority of studies have 
confirmed the prescriptions of TCE, however, some studies also found contradictions in 
the results. Furthermore, a notable number of existing studies tend to examine the direct 
effects of uncertainty, frequency and supplier availability rather than moderating effects of 
the variables as opposed to the argument for conceptualizing these variables as exerting 
indirect effects to the relationship of asset specificity and outsourcing decision by many 
TCE leading scholars. In addition, many researchers are not convinced that TCE on its 
own can fully explain outsourcing. Hence, the idea of modifying TCE by incorporating 
other theories or variables to study outsourcing has become increasingly popular. 
3.7 Criticisms of TCE 
Despite receiving escalating support and application, TCE has been considerably 
criticized. This section reviews and discusses the criticisms of TCE that are directly 
related to outsourcing. 
The first critique is directed towards the behavioural assumption, opportunism in 
particular (Nooteboom et al., 1997 cited in Grover and Malhotra, 2003; Griesinger, 1990; 
Hill, 1990). Previous researchers question whether it is appropriate to assume trading 
partners as thieves and cheaters, and propose that `trust' should be central to modern 
trading relationships. This comment is, however, invalidated by TCE researchers. 
Rindfleisch and Heide (1997), for example, note that TCE is not alone in recognizing 
opportunism. Other theories such as theories of bureaucracy and inter personal relations 
also position opportunism central to their assumption (Rindfleisch and Heide, 1997). 
Furthermore, as explained earlier, TCE does not assume that all economic actors would 
always act opportunistically, but companies are faced with the risks of being exploited by 
trading partners (Anderson, 1988). Moreover, opportunism is a fact of human behaviour. 
One cannot deny a contract as an essential element in each transaction arrangement. If 
trustworthiness is argued to take up the role in the human behaviour assumption rather 
than opportunism, then, contracts would not be needed in each transaction. This contrasts 
to the fact that contracts still remain a major device to protect against opportunism risks, 
rather than being replaced by trust (Rindfleisch and Heide, 1997). Williamson (1993) 
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further cautions that trust in most businesses is, in fact, trust-like behaviour, which is 
stimulated by self-interested business incentives, as opposed to real trust in the social 
context. Therefore, whether real trust in the business context exists, is questionable. 
In addition, Madhok (1996) criticizes TCE as a theory that is insufficient to explain 
governance structure since it does not deal with restrictions in the capacities of firms. He 
goes on to explain that sourcing decisions, within TCE context, are made without taking 
into consideration what the organization does best. Hence, the RBV and core 
competencies are proposed as alternative models to TCE for explaining the firm's 
sourcing decisions (Quinn, 1999; Quinn and Hilmer, 1994; Prahalad and Hamel, 1990). 
However, TCE's asset specificity and core competencies are seen by Espino-Rodriguez 
and Gil-Padilla (2005b) and Arnold (2000) to share similarity as high specific asset needed 
for a particular transaction is unique and specialized to the company and thus makes the 
transaction appropriate for insourcing. Therefore, the asset specificity concept to a certain 
extent relates closely to the company's core activities, a reflection of core competencies 
and the specialization of the company, which are suggested to the decision to retain in- 
house. Thus, it is not entirely accurate to claim that TCE completely ignores the 
specialization of the company. 
Then again, both RBV and core competencies theories also invite tremendous criticisms. 
Gronhaug and Haugland (2005) claim that RBV has less clear-cut conception of sourcing 
decisions and firm boundaries than TCE. The authors explain that although RBV initially 
argues that the firm growth is determined by the firm's existing collection of resources and 
competencies, the viewpoint does not explain which activities should be performed within 
the boundaries of the firm and which should be performed in the market. Later on, the 
notion of core competencies emerged and suggested the company to concentrate on its sets 
of core competencies and outsource other non-core activities so that the manager can 
leverage both their own firm's and outside expert's skills and resources for increased 
competitiveness (Quinn and Hilmer, 1994; Prahalad and Hamel, 1990). However, defining 
core competency for any one organization is really problematic (Kakabadse and 
Kakabadse, 2000). The theory is indeed difficult to apply into practice (Domberger, 1998). 
Given the weaknesses of both TCE and RBV, Mclvor (2009) therefore argues that neither 
TCE nor RBV alone can fully explain outsourcing. Increasingly, many scholars have 
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combined RBV, other theories and other variables with TCE to provide better frameworks 
to explain the firm's outsourcing practices. This issue has been explained earlier in this 
chapter and will be explored in more detail in Chapter 4. 
In addition, Lowson (2002) argues that the analysis presented in the TCE theory is solely 
based on cost and cost efficiency without a consideration of other important factors. Such 
factors like quality and variety may claim superiority. However, earlier parts of this thesis 
have pointed out that under market competition of supplier, cost efficiency is not a single 
benefit offered by the markets, but suppliers are also forced to maximize quality and offer 
variety (economies of scope). Therefore, these factors are present in TCE analysis. 
3.8 Conclusion 
In conclusion, the TCE theory review in this chapter reveals several key issues. 
9 The conception of TCE can be summarised from the literature as follows: 
1) TCE takes the efficiency approach to guide outsourcing decisions. For any 
activity within the operations, firms are faced with different sourcing modes. 
The choice must be made between whether to obtain from the suppliers in the 
market who offer production cost advantage but higher transaction costs or to 
produce in-house which has lower production cost benefits but less costs of 
transaction, or somewhere in between. 
2) By analyzing the costs of transactions of each different activity, TCE suggests 
managers to carry out all activities that hold high transaction costs and 
outsource all other low transaction cost activities. 
3) The costs of transactions are determined by asset specificity and this factor 
tends to have a negative effect on the degree of outsourcing. The negative 
relationship between asset specificity and the outsourcing intention is enhanced 
when it is paired with uncertainty and frequency but decreased by market 
competition. However, despite this claim, many scholars chose to examine 
only direct effects without moderating effects of these variables. 
" It appears that asset specificity has been most frequently tested while uncertainty, 
supplier availability, and frequency have been investigated less. Uncertainty has 
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frequently been separated into two variables: environmental and behavioural rather 
than treated as one construct. The majority of studies have confirmed the prescriptions 
of TCE, however, some studies also found contradictions in the results. 
" The measurement problems of TCE constructs in the quantitative research have been 
highlighted by TCE scholars as variables in TCE are difficult to operationalise and 
quantify. One of the reasons is because the degree of environmental uncertainty can be 
different from one industry to another. Therefore, results of multi-industry studies may 
be biased. Hence, the need to conduct TCE study in one industry has been emphasized. 
" In spite of a growing support and application, TCE has been noticeably criticized. One 
of the key criticisms is that TCE alone cannot fully explain the outsourcing 
phenomena. Hence, the notion of modifying TCE by incorporating other theories or 
variables to study outsourcing decisions has become increasingly accepted. 
" Undoubtedly, the theory of TCE has been highly developed. The advancement is, 
however, mainly limited to the manufacturing sector. The literature review disclosed 
that TCE theory is derived, conceptualized, and empirically tested mainly in the 
manufacturing context. Knowledge about TCE with application to customer service 
transactions within service organizations in general, not to mention hotels in particular, 
is extremely narrow. This is surprising despite the economic significance of service 
businesses, hospitality in particular, today in all societies. As hotels have many distinct 
characteristics as compared to those of factory-based industries, there is a need, 
therefore, to utilize this theory to apply it to the study of hotel operations that are 
uniquely service-oriented. 
A number of outcomes have been achieved from this literature review apart from the 
insights into the theory of TCE as listed above. The literature has suggested focusing the 
study on one industry and hence the hotel industry in Thailand will be the context of the 
research. Furthermore, modifying TCE to be able to better address the specific 
circumstance of hotel operations will be adopted and it is the prime objective of the 
following chapter. 
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CHAPTER 4 
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Chapter 4 Hotel Outsourcing Framework and 
Initial Propositions Development - 
Modifications to the TCE approach 
4.1 Introduction 
The objectives of this chapter are twofold. The first is to modify TCE to suit hotel 
operational activities where all transactions are service-based. TCE needs modification 
because hotel service characteristics are distinctive from manufacturing. Theory developed 
from the manufacturing context cannot be brought to apply directly to service dominated 
industries like hotels. Olsen et al. (1998) are of the view that using industrial models to 
manage service-based corporations like hotels makes as little sense as using agricultural 
models to run multinational corporations. Therefore, although the research efforts of 
outsourcing employing TCE in manufacturing perspectives have contributed considerably 
to the understanding of the concept, they cannot be directly applied to the service 
dominated industries like hospitality whose attributes are notably different. 
Based on the first objective, this chapter will seek to formulate initial propositions and a 
research framework for the thesis. This will be the second objective. The propositions and 
framework will serve as the core theme in the following first study involving the critical 
incident technique (CIT) with hotel managers in Phuket, Thailand. The initial propositions 
combined with the field study results will enable appropriate hypotheses and research 
framework to be developed and tested in the second study of the research. 
4.2 Why modify TCE? 
The modification of TCE is not new. Erramilli and Rao (1993) explain the key reason for 
extending TCE. They argue that firms appear to evaluate institutional arrangements using 
a wider range of integration costs than previously recognized not only on transaction costs 
but on other non-TCE considerations as well. It has been frequently established that TCE 
does not offer a complete explanation to outsourcing. Often, TCE framework has been 
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extended to integrate non-TCE factors to complement TCE to research outsourcing and 
many of these factors have proved to provide strong supporting evidence in predicting the 
outsourcing decision. Examples of these factors include: 
9 Personal characteristics such as risk aversion of the management team 
(Lamminmaki, 2007) and educational background of CEO's (Everaert et al., 2006). 
" Resource based view related factors such as complementary of capabilities, 
strategic readiness, rational capability building mechanisms and cooperative 
experience (Holcomb and Hitt, 2007) and resource deficiency (Everaert et al., 
2006). 
" Production cost factors such as production cost comparative advantage (Ang and 
Straub, 1998), production cost saving (Sorrel, 2007), resource requirements and 
experience effect (Bello et al., 1997) and scale operations (Coles and Hesterly, 
1998b; Bello et al., 1997). 
In addition, the experience of TCE modification is evident in previous research in order to 
enable TCE to better address specific situations. As empirical TCE studies in service 
sourcing are limited, the existing studies stress the necessity to revise TCE. Erramilli and 
Rao (1993) adjusted traditional TCE to study service firm's international entry mode 
choice. In order to fit neatly to the service sector in their study, they applied new qualities 
of asset specificity, and incorporated other factors such as capital intensity, inseparability, 
cultural distance, country risk and firm size into the analysis. These factors are justified to 
be appropriate to the specific service and international contexts. Murray and Kotabe 
(1999) also insisted on adjusting TCE to research into services by combining the 
traditional TCE with Erramilli and Rao's perspective in their study on global sourcing 
strategies of U. S. service companies. 
It is therefore necessary in this study to revise TCE to make it applicable to hotel services 
due to the service characteristics. Intangibility, inseparability, perishability, and 
heterogeneity are repeatedly cited as the four features distinguishable from manufacturing 
(Fitzsimmons and Fitzsimmons, 2005; Palmer, 2005; Hoffman and Bateson, 2001; 
Gronroos, 1998; Hope and Muhlemann, 1997; Dotchin and Oakland, 1994). However, 
within a high customer contact operation like a hotel, inseparability is the most important 
factor that distinguishes hotel services from manufacturing (Wemmerlov, 1990). 
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Inseparability means that services are simultaneously produced and consumed (Kotler et 
al., 2003). In contrast to manufacturing, services are normally unable to be rendered 
without the presence of the customer (Dotchin and Oakland, 1994). As service usually 
involves some form of customer contact, quality of service is at great risks in every 
delivery (Singh, 1991). Tangible products produced in customer absence in a factory can 
be inspected thoroughly and rejected if quality does not meet the standards. Hence, 
managers can ensure all products are of high quality before they are sold to the customers. 
In other words, quality of products occurs prior to customer purchase. However, due to 
inseparability, quality can take place only during and after the consumption of services 
(Fitzsimmons and Fitzsimmons, 2005; Palmer, 2005). Inseparability makes it impossible 
to screen out inferior services since the customers immediately receive them once the 
service production starts. As a result, it is vital to get the performance right the first time in 
order to maximize service quality (Kandampully, 2002). However, getting all service 
performances right the first time is often unfeasible especially where most services are 
delivered by human beings. It is, however, imperative that all service failures, when they 
occur, are promptly and appropriately recovered so that acceptable quality can be 
maintained (Hart et al., 1990; Zemke and Bell, 1990). 
Furthermore, Wemmerlov (1990) cites several authors who recognize that the customer 
contact in services is of utmost importance to the understanding of service operations. 
Gronroos (1998) explains that the process of consumption of service has interfaces that are 
always critical to the customer's perception of the service and consequently to the future 
purchase intentions. Indeed, the very moments of every customer contact will make or 
break the image and reputation of the service organization. These moments are termed 
`moments of truth' by Carizon (1987, p. 3) who uses this conception to transform his SAS 
employees from being operations driven into customer oriented. The following is his 
statement that inspires his airline employees in the 1980s: 
Last year, each of our 10 million customers came into contact with approximately five 
SAS employees, and this contact lasted an average of 15 seconds each time. Thus, SAS is 
"created" 50 million times a year, 15 seconds a time. These 50 million "moments of truth" 
are the moments that ultimately determine whether SAS will succeed or fail as a company. 
They are the moments when we must prove to our customers that SAS is the best 
alternative. 
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Therefore, the above discussion highlights the fact that inseparability makes quality 
control much more challenging in services than products. Moreover, all customer contacts 
are in fact vital to the success of service organization and the company cannot afford to let 
any contact failure be unmanaged because of the severe damage it can do to the company. 
To sum up, the element of customer contact clearly demonstrates the contrasting nature of 
services to manufacturing products. The TCE theory has been developed mainly from 
manufacturing, a completely different setting from services, and hence cannot be brought 
to apply directly to service-dominated industries like hotels. It is proposed here to modify 
TCE by incorporating customer contact as an additional factor to explain the outsourcing 
practice of the hotel industry. Since customers are addressed as "guests" in hotel, this 
factor will be called "guest contact". 
4.3 Hotel operations 
According to Lovelock (2001), a hotel is characterized as a people processing service 
organization where service contacts are rated as high. Service contacts in a hotel are 
multiple and each can last for an extended period especially when the guest spends at least 
one night or weeks for some others in the hotel. This is particularly true in luxury hotels 
where guests spend most of their time relaxing and enjoying a vast variety of facilities and 
services the hotels have to offer. Various services within a hotel, apart from 
accommodation services, include restaurants, bars, spa, conference, laundry, gift shop, 
swimming pool, and sport and recreation. This unique feature of a hotel matches the 
explanation of Davis' service store that "provide[s] a variety of routine services that are 
decoupled and disintegrated in delivery (1999, p. 23)" (see Figure 4- 1). As explained by 
the author, a service store like a hotel performs a broad range of services that are delivered 
by different groups of employees at different times in various places. A number of issues 
arise from this explanation. 
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Figure 4-1: The four types of service businesses 
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Source: Adapted from Davis (1999, p. 23) 
To begin with, the argument of Davis (1999) implies that the coordination between 
various service activities can be a major task. As service delivery is more fragmented and 
variable, hotel guests have diverse encounters with different groups of service providers. 
Service activities may be completed independently or interdependently to each other. 
Davis (1999) goes on to argue that different service providing units within a hotel 
normally need to coordinate work simultaneously or sequentially. For example, the 
restaurant in a hotel will need to work closely with the hotel reservation department as to 
prepare the restaurant service appropriate to the type of clients and level of demand. 
Likewise, the housekeeping department must coordinate closely with the front office 
department for guestroom status as this information is a significant input for housekeeping 
work. Therefore, coordination among various service units is a complicated task. 
In addition, since each service providing unit, in many cases, is located physically 
separated from each other, services thus tend to be delivered by each service provider 
group independently, often away from the hotel operations manager's eyes (Davis, 1999). 
Because the service is more fragmented, responsibility for satisfying the hotel guests is 
shared by different service units in various locations. Since no one service unit has total 
responsibility of maintaining overall guest satisfaction, each can avoid accountability and 
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may refuse to provide any services outside their responsible area. This can be a real danger 
because these services, regardless of whether provided by the hotel itself or its suppliers 
on behalf of the hotel, are directly judged in terms of quality by the guests (Kandumpully, 
2002). Each activity forms part of the guest's total hotel service experience and thus is part 
of an overall hotel's operation process as well as overall hotel's quality. 
Furthermore, Kandampully (2002) is of the view that hotel guests' needs tend to extend 
beyond the capabilities of one hotel's product and service offering and some are out of the 
hotel's operations boundary. This argument is supported by empirical evidence as many 
hotel services such as laundry, cleaning, leisure activities and security have been found to 
increasingly be operated by external companies to hotel guests (Lamminmaki, 2007; Lai, 
2007; Espino-Rodriguez and Padron-Robaina, 2004). Kandampully further argues that it is 
the responsibility of leading hotel companies to ensure that their guests' holistic needs are 
fully met. Hotel firms, therefore, cannot exist in isolation, but, through outsourcing and 
networks, are able to offer services matching guests' total needs. It is imperative that hotel 
managers correctly identify the types of service activities the hotel should perform 
themselves and the types that should be performed by external suppliers (Kamdampully 
and Promsivapallop, 2005). It is clear therefore that service sourcing decisions are a key 
issue in the management of hotel operations. Due to the presence of customer contacts, 
performance evaluation complexity, uncertainty of operations environment and a variety 
of different service transactions required in running a hotel, the management and 
coordination of these activities are unavoidably complicated. The issue becomes even 
more difficult as outsourcing will indeed increase the management and coordination costs 
among the activities. 
The following section seeks clarification as to how the related service factors affect the 
costs of transaction and consequently affect decisions to outsource or perform in-house. 
4.4 Dimensions of the modified TCE for hotel operational transactions 
Based on the arguments developed in the above sections, this section attempts to apply the 
discussed factors to TCE as dimensions of transaction costs. Before doing this, it is vital to 
recall that asset specificity has a negative relationship with outsourcing. Furthermore, it 
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has been established in Chapter 3 that this negative relationship becomes stronger when 
combined with uncertainty and frequency but weaker when the supplier availability is 
high. The influence of uncertainty, frequency and market availability on outsourcing 
should be measured with the existence on asset specificity. This argument is consistent 
with the view of Coles and Hesterly (1998a) who examine the interaction impact of 
uncertainty and asset specificity in determining hospitals' make or buy decisions. 
Similarly, as mentioned in the earlier section, Murray and Kotabe (1999) and Erramilli and 
Rao (1993) examine how several factors within a service specific context affect the 
relationship of asset specificity and decision to choose international entry mode and global 
sourcing respectively. 
This research aims to examine the relationship between TCE variables and propensity to 
outsource service operations in the hotel industry. Therefore, the key relationship proposed 
here is between asset specificity and the level of outsourcing. Furthermore, the study also 
seeks to clarify how this relationship is moderated by the related factors including 
uncertainty, frequency, market availability and guest contact. In addition, uncertainty has 
two dimensions namely environmental and behavioural uncertainty. It is proposed to treat 
uncertainty in this research on these two components separately. These two dimensions 
have frequently been measured separately such as in Spekle et al. (2007), Everaert et al. 
(2006), Maltz (1993) and Anderson (1988). Environmental uncertainty comprises volume 
uncertainty and technological uncertainty. However, technological uncertainty which 
relates to the likelihood of change in component specifications is more appropriate in the 
manufacturing context, therefore, this research will focus on operational requirement 
uncertainty which refers to the likelihood of change in the service operation requirements 
of the hotel. Frequency is expressed in terms of the level of demand or the size of each 
service transaction. Supplier availability means the ease of use of viable contactors in the 
market. The additional dimension is the degree of guest contact as this is a key feature that 
makes service transactions unique and has significant impact on operations. 
The following framework is proposed: (see Figure 4-2) 
" Independent variable: Asset specificity (AS) 
" Dependent variable: L evel of outsourcing 
" Moderating variables: AS x Environment uncertainty, AS x Behavioural 
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uncertainty, AS x Frequency, AS x Supplier availability and 
AS x Guest contact 
Figure 4-2: A conceptual framework for hotel outsourcing: Modifications to the TCE 
approach 
Environmental 
uncertainty 
P2(-) 
Asset specificity PI (- ) 
P4 (-) 
Frequency 
4.5 Development of propositions 
Behavioural 
uncertainty 
P3 (-) 
Level of 
outsourcing 
P5(+) 
Supplier 
availability 
P6 (-) 
Guest contact 
This section attempts to derive the propositions based on the modified TCE framework 
which will be further verified in Study 1. These propositions are completed by adjusting 
the modified TCE to suit the hotel operations environment. 
Asset specificity 
Asset specificity refers to the level of customization or specialisation of the assets or 
services required for a particular transaction or user. It implies that high asset specific 
services are not general commodity services that are commonly available to all other 
buyers, but those which are specially adapted to the hotel's specific requirements. 
According to Williamson (1991), asset specificity comprises six aspects including site, 
physical asset, dedicated asset, human asset, brand name capital, and temporal. Zaheer and 
Venkatraman (1994) propose another dimension, procedural asset specificity which refers 
to the degree of the supplier's work processes that are customized in accordance with the 
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outsourcing company's requirements. In addition to this, Erramilli and Rao (1993) raise 
the problem of a lack of literature discussing asset specificity in the service context. They 
propose that idiosyncratic services that require highly specific assets are characterised as: 
" professional expertise and skills that are acquired only through several years of 
education and training, 
" specialized know-how, and 
" customization. 
Within the hotel operations context, it is proposed that the dimensions explained by 
Williamson, and Zaheer and Venkatraman are appropriate as they all relate to the asset 
investments required for service transactions. The additional dimension by Zaheer and 
Venkatraman, procedural dimension, is particularly imperative to the service activities as 
service performances compose of procedures and processes. However, the attributes 
offered by Erramilli and Rao, although relevant, have a scope predominantly limited to the 
Williamson's human asset dimension. Other assets such as equipment and buildings that 
are invested specifically for a particular service are excluded from this discussion. 
Furthermore, suppliers' professional expertise and skills investments such as lawyers and 
spa therapists through several years of education are not necessarily made specifically to 
the outsourcing firms and the skills can be used elsewhere once the contract is over. 
As clearly explained in Chapter 3, in general, high asset specific invested transactions 
favour in-house production because they raise opportunism risks and lead to a decline in 
market production cost advantage. Likewise, the willingness to outsource tends to decline 
for transactions that are high in asset specificity. In other words, asset specificity has a 
negative relationship with the outsourcing intention. This leads to the first proposition as 
follows: 
P1: The higher level of specific assets required for a transaction will lead to an 
increase in transaction costs and thus reduces outsourcing intention. 
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Moderating variables 
These variables are described earlier as the factors that exert influence on the relationship 
between asset specificity and level of outsourcing. The influences of each variable are 
explained below and it consequently leads to the formulation of propositions 2-6. 
1) Environmental uncertainty 
The literature indicates two types of environmental uncertainty: volume uncertainty (a 
variation in demand) and technological uncertainty (operations requirement uncertainty). 
The uncertainty of amount of service transactions required by the hotel is caused mainly 
by the high demand fluctuation of hotel guests. Demand uncertainty becomes a serious 
problem because hotel services are highly perishable and thus unable to be stored for 
future consumption. Services offered directly to hotel guests such as food and beverage, 
and spa are subject to demand fluctuation according to the number of in-house guests. 
Seasonality and unexpected natural and man-made disasters play an important role in 
causing hotel demand instability and are increasingly harder to forecast in most 
destinations where hotels are operated. Since most hotel services rely heavily on serving 
the hotel resident, rather than non-resident, the demand for these services is thus very 
uncertain. However, demand for some other activities such as security and public cleaning 
services are easier to specify as they are regularly required by the hotel regardless of the 
guest numbers in-house. 
In addition, the hotel's requirements of operation specifications of some activities are 
uncertain. This is particularly true for a highly customized service such as event 
organization which requires tailor made services to meet the specific needs of each client, 
case by case. As the details of guest needs vary and are hard to specify, it is necessary for 
the service performance to adjust accordingly. 
Environmental uncertainty, paired with asset specificity, raises transaction costs. It causes 
asset specific suppliers to experience unexpected service production costs or excess 
capacity as well as a high need for tight coordination with the hotel. These events increase 
transaction costs because suppliers may need mid-contract renegotiation since agreeing on 
all performance details are not feasible before the contract (Walker and Weber, 1984). 
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Since it is more convenient to the hotel to coordinate variations in their own service 
production than with contractors, the following proposition is thus derived: 
P2: Environment uncertainty, paired with asset specificity, raises transaction costs 
and thus reduces outsourcing intention. 
2) Behavioural uncertainty 
Behavioural uncertainty re fers to the level of difficulty for the hotel to evaluate the 
contractor's service performance and thus makes it hard to verify whether the compliance 
with established agreements has been made. It relates directly to the level of complexity of 
the service task. A high complex activity makes it more complicated for the hotel to assess 
the supplier's service quality. Behavioural uncertainty is determined by the degree of 
intangibility, customization and professionalism of the service tasks. 
Service transactions that possess a high degree of intangibility and little tangible 
components imply that they are dominated by performance and procedures. These 
transactions offer little evidence for hotels to evaluate the supplier's quality. As the 
intangibility increases, transaction complexity rises, and thus hotels have less evidence 
available to assess the supplier's performance both before and during the contract. This 
complexity escalates particularly in hotel services with a high degree of guest involvement 
and customization as they are delivered based on employee's judgments in each situation 
to response to each individual guests' needs (Bowen and Ford, 2004). Luxury hotels 
normally require a high degree of customization in various services in order to make 
individual guests feel special. Nevertheless, several services such as cleaning are delivered 
with a high degree of standardization and hence may permit the hotel to judge the 
supplier's performance more easily. Furthermore, professional services which require 
employees to engage in a large amount of training entail that service procedures are more 
complex to evaluate. This is particularly true in the situations where hotels lack expertise 
of the specific service activity. 
Hence, performance complexity is attributed to the service transactions that are high in 
degree of intangibility, customization and professional such as luxury spa and fine dining 
restaurant services. Low complexity is found in the service transactions of reverse 
characteristics such as laundry. 
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Given services requiring high specific asset investments, service performance ambiguity 
and complexity raise transaction costs as a hold-up potential is created by opportunistic 
supplier (Bowen and Jones, 1986). The situation deepens where contracts lack 
contingencies and where the supplier's performance is hard to measure. Specifications are 
sometimes costly and difficult to write, and thus both parties have difficulty agreeing 
whether the specifications are of satisfaction, and if not, whether the supplier acts 
incompetently or negligently (Vining and Globerman, 1999). This leads to the 
development of Proposition 3 as follows: 
P3: Behavioural uncertainty, paired with asset specificity, raises transaction costs 
and thus reduces outsourcing intention. 
3) Frequency 
Frequency refers to the demand levels of hotel operational transactions and they are driven 
by the size of the hotel and the types of activities. Generally, smaller hotels have less 
number of guests in-house and thus generate lower levels of demand for most service 
transactions. Low demand therefore does not allow economies of scale to be realized in 
most services and hence the hotel would incur high production costs if producing these 
activities in-house. Another factor is the types of activities. Many front of the house 
activities that are operated to serve the guests directly would usually be required on an on- 
going basis (daily) even where the hotel is in a low demand period. These activities are 
intended to be always prepared to serve the hotel's guests. For example, the hotel that 
promotes room service and spa as their key value-added services will need to continue to 
be prepared and provide these services regardless of the demand level. On the other hand, 
some other services are demanded less frequently, particularly those in the back office or 
in preparation of guest contact services. These services such as swimming pool cleaning 
are infrequently required. 
Given that the nature of transactions is nonstandardised and specific investments are 
required and thus outsourcing would be unsafe due to potential opportunisms and high 
transaction costs, high frequency permits production costs to be recovered through 
insourcing (Williamson, 1979). Therefore, according to Williamson, high demand level 
services are predicted to increase the negative relationship between asset specificity and 
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propensity to outsource as asset specificity increases the costs of market transaction and 
high demand allows the internal production costs to be efficient. This leads to the fourth 
proposition below. 
P4: Frequency allows internal production costs to be efficient and thus reduces 
outsourcing likelihood of a high specific invested activity. 
4) Supplier availability 
The explanation of supplier availability of the traditional TCE is applicable to the 
operations of hotel services. Generally, where high specific investments are required, 
replacing new contractors can be expected to be harder at the post contract as high specific 
investment locks both trading parties into the contract. Similarly, in cases of services being 
highly tailor-made, it may be hard to find another contractor that provides the same level 
of services as the previous contractor. These situations can become even more challenging 
in a market that is composed of very few suppliers. However, a high level of competent 
contractors available in the market may make the replacement of a contractor more 
feasible as the suppliers will strive to compete for business. Therefore, the fifth 
proposition can be forwarded as follows: 
P5: Supplier availability reduces transaction costs of asset specific activity and 
thus increases outsourcing intention. 
5) Guest contacts 
Most services offered in a hotel such as restaurant and leisure services are process 
consumption (Gronroos, 1998) where hotel guests must be present and participate in the 
service delivery. Other services, however, require lesser degrees of customer contact since 
the production and consumption can be decoupled for example, laundry service or in 
services such as guestroom cleaning guest involvements are not required. 
As mentioned in the earlier section of this chapter, high guest contacts in service delivery 
normally put service quality of both the particular activity itself and the hotel as a whole at 
high risk (Hart et al., 1990). A higher level of contact entails a greater degree of 
customization and thus makes it harder for the hotel to monitor the service performance 
and control the quality. These services, regardless of whether provided by the hotel itself 
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or its suppliers on behalf of the hotel, are directly judged in terms of quality by the guests 
(Kandampully, 2002). Each activity forms part of the guest's total hotel service experience 
and thus is part of an overall hotel's service delivery process. If any activity breaks down, 
it will disrupt the overall guest's satisfaction and also affect the enjoyment of subsequent 
services. Hotel guests tend not to distinguish whether a particular service is offered by the 
hotel or by the hotel's supplier. Therefore, a guest who is dissatisfied with a service 
provided by the hotel's supplier will normally demand the hotel to be held responsible for 
this service failure (Kandampully and Promsivapallop, 2005). 
Where service transactions requiring high specific investments, high customer 
involvement increases transaction costs and thus will be more likely to be carried out in- 
house (Murray and Kotabe, 1999). There are several reasons that support this argument. 
High guest involvement increases the tight coordination needs of supply and demand 
(Erramilli and Rao, 1993) and close interaction of the employees between the service unit 
and the hotel. Furthermore, performance monitoring can be costly since high guest 
contacts at the same time raise service complexity due to the customization needed. In 
cases of service failures, hotel employees can make remedies to dissatisfied guests 
immediately and provide feedback on critical areas to the hotel for further improvements 
(Murray and Kotabe, 1999). If the activity is outsourced, the hotel will be likely to get 
stuck with the current low quality supplier since locating alternative suppliers who would 
invest in specific assets for the service is difficult. Hence, this leads to the final proposition 
as follows: 
P6: Guest contact, paired with asset specificity, raises transaction costs and thus 
reduces outsourcing intention. 
4.6 Conclusion 
This chapter modifies TCE as applicable to hotel operational transactions and formulates 
six initial propositions as a foundation for Study 1 fieldwork as'follows. 
PI: The higher level of specific assets required for a transaction will lead to an increase 
in transaction costs and thus reduces outsourcing intention. 
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P2: Environment uncertainty, paired with asset specificity, raises transaction costs and 
thus reduces outsourcing intention. 
P3: Behavioural uncertainty, paired with asset specificity, raises transaction costs and 
thus reduces outsourcing intention. 
P4: Frequency allows internal production costs to be efficient and thus reduces 
outsourcing likelihood of a high specific invested activity. 
P5: Supplier availability reduces transaction costs of asset specific activity and thus 
increases outsourcing intention. 
P6: Guest contact, paired with asset specificity, raises transaction costs and thus 
reduces outsourcing intention. 
However, the conception developed in this chapter may lack practical reality as it is based 
solely on the past literature. Therefore, based on the propositions, it is planned for the 
fieldwork in the first study to be conducted to incorporate the existing theory to real world 
industry practices. The findings will be used to verify the propositions and to identify new 
variables, if any. Hence, the variance between the theory and the organizational reality 
should be reduced. The study will be reported in the following chapter. 
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Chapter 5 Study 1- 
Developing the Modified TCE Framework 
5.1 Introduction 
The literature review in the previous chapters shows a steady growth of interest among 
academics in discussing advantages and applications of outsourcing in various business 
settings. Despite this, hotel outsourcing research is clearly still at an early stage. Moreover, 
knowledge about TCE with application to customer service transactions within service 
organizations in general, and particular in hotels, is extremely narrow. The existing body 
of knowledge of TCE relating to hotels is insufficient. Given that the current literature is 
lacking, it is therefore uncertain whether the variables, propositions and model developed 
in Chapter 4 would accurately reflect the real world of hotel operations. Thus, there is a 
need to conduct exploratory research to identify the variables affecting the hotel 
outsourcing decision and gain a better understanding of the real world phenomenon. 
This first study serves to verify the variables, the propositions and the model previously 
developed before they will be further tested in the next phase of study. In addition, 
researching outsourcing and applying TCE require a clear understanding of the industry 
and the study area and thus a suitable research methodology can be developed. This is the 
first outsourcing study in the hotel industry in Thailand. The study results will provide an 
understanding of the key issues surrounding hotel outsourcing practices in Thailand and 
they will guide the researcher in selecting the appropriate activities for the further stage of 
the research. Therefore, the two objectives of the first study are summarised as follows: 
1) To verify the variables and research framework developed in Chapter 4 and 
discover new variables, if any, and 
2) To provide an understanding of the key issues surrounding hotel outsourcing 
practices in Thailand which will help in planning the methodology of the next 
study. 
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The research questions are as follows: 
1) What is the current outsourcing situation in the Phuket hotel industry? 
2) What are the key factors that determine hotel outsourcing decisions? 
5.2 Why choose Phuket? 
The choice of a single destination was preferred because outsourcing of services depends 
greatly on the available services in the area and a joint analysis of various geographic 
areas can bias the results (Espino-Rodriguez and Padron Robaina, 2005a). Phuket was 
chosen because it has been regarded as: 
"A world famous sun-sea tourist destination and a great number of businesses and 
services offered on the island are established primarily to serve the tourism and 
hospitality industries (Chaisawat, 2004; Institute for Management Education for 
Thailand Foundation, 2002). 
"A large resort area with more than 200 mid-market and upper market hotels located 
in the area (Tourism Authority of Thailand, 2006). 
" The second highest economic contributor to the nation, after Bangkok, from its 
hospitality and tourism industries (Institute for Management Education for 
Thailand Foundation, 2002). 
"A mature tourist destination that requires greater competitiveness and efficiency to 
enhance product and competition (Chaisawat, 2004). 
The use of a single destination for hotel outsourcing study was also employed by previous 
research such as Espino-Rodriguez and Padron Robaina (2005a), Lamminmaki (2005) and 
Lam and Han (2005). Furthermore, the choice of Phuket had to do with the accessibility of 
the data since the researcher is familiar with the area and the researcher's workplace has 
maintained good connections with the hotels in the area. 
5.3 Hotel operational activities under study 
Both front and back of the house operational activities were taken into consideration. The 
activities were identified and selected by firstly reviewing the relevant literature. Local 
travel related websites that list hotel services together with the actual interviewees 
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provided additional sources. As suggested by Espino-Rodriguez and Padron Robaina 
(2005a; 2004), hotel operational activities (including services offered to guests and 
supporting services) in general are listed in Table 5-1. Additional activities to the list were 
discovered from the local travel websites and the actual interviewees include spa, guest 
limousine service, event organizing, canteen operation, bakery and accounting. 
Table 5-1: Hotel operational activities 
Department Hotel operations activities 
Reception Reception 
Reservations 
Housekeeping Room cleaning 
Common areas cleaning 
Laundry 
Food and Beverage Purchasing and receiving 
Restaurants 
Bars 
Kitchen operation 
Maintenance Technical service 
Swimming-pool maintenance 
Gardening services 
Administration Administration 
Training 
Personnel selection 
Sales activity 
Promotion and advertising 
Information systems 
Leisure Leisure activities 
Hotel security Security and surveillance 
Source: Espino-Rodriguez and Padron-Robaina (2004; 2005a) 
5.4 Methodology 
This section provides an explanation of the methodology employed in this first study 
which was conducted during April - May 2006. A description of interview methods, 
sampling procedures and respondent profile is presented in this section. 
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Interview data collection method 
Each interview consisted of three parts and lasted between 45 - 75 minutes (see Appendix 
1 for interview schedule and Appendix 5 for samples of interview transcript). The first part 
adopted the critical incident technique (CIT) interview to elicit the manager's opinions 
about the outsourcing decisions he/she had made. Mallaliue (1999, p. 196) defines CIT as a 
"method involves gathering self-reported data about memorable experiences within a 
specified social context". Hence, for an incident to be critical, it has to be memorable and 
easy to evoke by the interviewee. In this research, a critical incident was defined and 
explained to the interviewee as an important decision as to whether to outsource or 
internally perform an activity in their hotel. Each interviewee was asked to recall three 
significant sourcing incidents in their hotel. These three incidents included: 
1) an activity that had been outsourced 
2) one that was chosen not to be outsourced although outsourcing was possible, and 
3) one where the sourcing decision was being decided upon or was under review. 
Interviewees were encouraged to freely talk about their decisions and experience. They 
were invited to talk in general terms. Probes related to TCE constructs were not introduced 
to the interview in order to avoid prompting the interviewees. This part of the interview 
took approximately 45 minutes. In total, 22 managers were interviewed which provided 64 
separate incidents. For CIT, incidents are subject of study rather than interviewees 
(Gremler, 2004) and thus this gives 64 cases for analysis. This is considered adequate for 
preliminary research as indicated by Gilbert and Lockwood (1999) who suggest that at 
least 50 incidents are sufficient to allow researchers to build categories for a simple 
research. 
The second part of the interview asked the respondents to identify their hotel activities 
being outsourced and not outsourced. This part of the interview was structured where all 
interviewees were asked the same questions and the answers were closed-ended. The last 
part inquired about general hotel information. These two parts lasted about 15 minutes. 
Nineteen interviews were conducted in Thai and three were in English. With permission 
from the interviewee, each interview was tape-recorded. The interview tapes were 
transcribed word-for-word. The Thai transcripts were back translated by another English- 
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Thai translator to ensure the translation reliability. All interviews were conducted in the 
office at the hotels of the interviewees. One of the interviews was prematurely terminated 
because it was disrupted by the interviewee's work related emergency, giving only one 
complete incident. 
Sampling procedures 
CIT interview with senior managers from 22 hotels were conducted. As argued by Richie 
et al. (2003), qualitative techniques like CIT attempt to retain a depth of data collection 
rather than breadth of sample sizes. This sample size is favourable when compared to 
previous exploratory qualitative studies such as 15 interviews undertaken by Lamminmaki 
(2005), 14 interviews by Espino-Rodriguez and Padron-Robaina (2005a), and six 
interviews by Coles and Hesterly (1998a), the first two studies being conducted within the 
hotel sector and the latter being within the hospital context. 
The mid-market and luxury hotels in Phuket formed this research population. The Phuket 
hotel list was based on Tourism Authority of Thailand's accommodation directory as of 
January 2006. Since official star-rating by the Thai Hotel Association, the sole official 
hotel classification system available in the country, was only recently introduced and at 
the date of the study only a minimal number of hotels had participated in this star 
classification scheme, star rating by leading hotel booking websites were employed to 
classify the hotels in this study instead. The www. thailandhotdeal. com and www. thailand- 
hotel. net websites were used as main references as these websites are recommended by the 
Tourism Authority of Thailand website (www. tourismthailand. org, 2006). The population 
comprised hotels rated 3-5 stars. Lower rated hotels and guest houses were not included 
in this study because they offer a small number of services and would provide limited 
sourcing decisions. 
Twenty-two hotels covering all sizes from small, medium and large were selected for the 
interviews. In order to enable the sample to be most representative of the population, 
quotas based on hotel size were assigned as the sampling basis. Quota sampling is highly 
favourable in this research as it is a quick method that fairly allows sample representation 
and hence eases the problem of time and budget constraint (Clark et al., 1998). The hotels 
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were classified into three different categories based on hotel size as indicated by the 
number of guest rooms: 
1) hotels with less than 100 guest rooms were classified as small, 
2) medium sized hotels were those with guest rooms between 100 - 299 and 
3) hotels with more than 300 guest rooms were grouped into the larger category. 
This classification was also used by Sahadev and Islam (2005) in their study of ICTs 
adoption in the Thailand hotel industry. Attempts were made to keep the sample adhering 
to the quota. The hotels were conveniently selected as systematic probability random 
sampling was unpractical. 
All attempts were made to include only interviewees who were highly experienced in hotel 
operations management in Phuket. Either the hotel General Manager or Resident Manager 
was initially invited to participate. In cases where these managers were unavailable, they 
were asked to invite a department head who had extensive managerial experience and 
familiarity with the hotel sourcing decisions to take part instead. The General Manager 
office of each hotel was contacted by phone to ask if they were interested in participating 
in the research and appointments would be made. In total, 65 hotels were contacted based 
on the quotas and 22 hotels agreed to participate. Therefore, the response rate was 33.85%. 
Sample characteristics 
The majority of the sampled hotels were local, small, and three-star hotels. This was 
followed by medium sized and four star properties, then by large and five star categories. 
Six international chain hotels participated in the study. The profile appropriately reflected 
the actual mix of the property types in the studied area. The number of years the sampled 
hotels had been in operation ranged from less than five years to more than 20 years. More 
than half of the respondents were General Managers and three were Resident Managers. 
Eight of the interviewees also owned the properties themselves. Most of the respondents 
were male and nine of the interviews had between 5- 10 years of hotel management 
experience. The sample characteristics are displayed in Tables 5-2 and 5-3 overleaf. 
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Table 5-3: Summary of respondent characteristics 
Attribute Description Frequency 
Size Small 10 
Medium 7 
Large 5 
Star Rating 5 star 3 
4 star 7 
3 star 12 
No. of years in operation 0- <5 3 
5-<l0 4 
10 - <15 5 
15-<20 3 
20 and over 7 
Types of business operations Local hotel 13 
Local chain 3 
International chain 6 
Position of respondents General Manager and Owner 7 
General Manager 5 
Resident Manager 2 
Resident Manager and Owner 1 
Human Resource Manager 2 
Sales Manager 2 
Financial Controller 1 
Guest Service Manager 1 
Corporate and Yield Manager 1 
Management Experience 0- <5 3 
5-<10 9 
10 - <15 3 
15-<20 3 
20 and over 4 
Gender Male 16 
Female 6 
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5.5 Findings about outsourcing definitions 
Different types of outsourcing definitions have been reviewed in Chapter 2 and they range 
from simply a movement of some of the firm's internal activities to the external suppliers 
to more sophisticated definitions of outsourcing involving many more elements. Coding 
categories were created from the elements of the definition previously discussed. 
Table 5-4: Definition coding 
Elements 
An externalization of internal activity 
No. of Definitions Coded 
22 
The activity has been previously performed in-house 0 
The decision is strategic. 0 
It is long-term. 0 
It may involve a transfer of assets. 0 
The production responsibility of the job to the supplier can 
5 
be partial or whole. 
Each respondent was asked to define outsourcing in their own words and there were 22 
definitions in total. Table 5-4 reports the frequency of the elements of outsourcing 
definition being coded. The first element, an externalization of internal activities to 
external suppliers, dominated the results as all participants positioned it as a core notion of 
their outsourcing definition. Furthermore, five participants referred to the scale of 
outsourcing suggesting that it can be either partial or whole. Surprisingly, none of the 
interviewees thought of any of the other four elements when defining the outsourcing 
term. Therefore, from the practitioner's point of view, outsourcing simply means the shift 
of internal activity performance to an external supplier where the production responsibility 
can be either partial or full. Therefore, based on this finding, the new definition is now 
defined as "contracting out hotel's work to external providers" and it will be used to refer 
to outsourcing in the remainder of the research. This definition, agreed by the 
interviewees, differs to the working definition theoretically developed in Chapter 2. 
However, it matches the simplest type of outsourcing definition offered by Waller (2003, 
p. 876) as "contracting work to another firm". 
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Nonetheless, the previously performed in-house element is described as a key factor in the 
literature where some authors even claim it as the main aspect that makes outsourcing 
practice unique from other similar traditional terms such as subcontracting and make-or- 
buy. Given that this element was ignored by the respondents, a closer examination of the 
rest of interview data indicates that this element was in fact relevant to the hotel 
outsourcing at the industry level. While not mentioned by the respondents in their 
definitions, the activities selected for discussion have been traditionally performed by 
older hotels in the area. Activities such as laundry operations, security, guest 
transportation and gardening have all been performed by hotels in the industry and many 
hotels still choose to carry out these tasks in-house. Therefore, as far as outsourcing of 
these activities is concerned, the previously performed in-house factor is relevant to the 
hotel industry as a whole rather than to individual hotels. Most of the activities in the 
hotels had been performed in-house but now many are no longer conducted in this way 
since they are becoming more available and affordable in the market for hotels to 
outsource. Increasingly, new hotels are constructed without these facilities and are set up 
to be outsourced. This point is clearly explained by a hotel manager (Interview 22): 
I think the biggest problem in Phuket is because in the past labour was so affordable that 
no-one actually bothered to outsource. It was automatically assumed that if you have a 
hotel that you'd do everything yourselves. Now, with increasing labour costs with the 
scarcity of certain labour, I think for the first time that people are starting to think about 
"should I really do things the same"? 
Therefore, even though newly developed hotels choose to contract out the jobs that they 
have never performed before, these activities were traditionally operated in-house within 
the hotel industry. From the hotel industry point of view, these activities are considered 
old and were previously performed internally by the industry and hence this practice 
precisely fits with the outsourcing concept. 
Another factor, the involvement of asset transfer, is not a major element in the literature as 
this aspect is not considered by the scholars as a compulsory component in the definition. 
Similarly, this factor was included in none of the definitions stated by the respondents. In 
fact, based on the above discussion, outsourcing may not involve a transfer of asset since 
new hotels may choose to be established without certain traditional facilities but outsource 
the jobs to the suppliers. Rather than transferring the assets no longer required by the hotel 
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companies, the suppliers may instead need to acquire their own resources. Again, the 
resource transfer may indeed take place at the industry level where older hotels decide to 
give up some functions such as security and outsource it to external companies and hence 
may transfer their resources to the security companies. This is, however, not the case for 
new hotels. 
To sum up, it appears that the move of internal activity operation to an external company 
is the only single key element that defines respondents' outsourcing conceptions. This 
view is in line with the simpler version of the outsourcing definition offered by scholars. 
Furthermore, the above argument verifies that this single element is sufficient for defining 
the outsourcing concept at least for the Phuket hotel industry as all hotel activities being 
outsourced in Phuket have been performed internally by the industry. Moreover, it is 
recognized by managers that outsourcing may be classified as partial or full. Therefore, 
the new definition is now defined as "contracting out hotel's work to external providers". 
5.7 Hotel outsourcing practices 
According to Table 5-5, security, guest limousine service, laundry and training are 
reported as the four most outsourced activities in the sampled hotels. In terms of 
outsourcing scale, a few activities such as information systems, training and technical 
services were partially outsourced in many hotels. On the other hand, the rest of the 
activities were chosen to be performed in-house. Then again, the bulk of these activities, 
although mostly performed in-house, were rated low and medium in terms of supplier 
availability. Six activities were rated high in terms of supplier availability: security, guest 
limousine, laundry, spa, gardening service, and information systems. Three hotels used to 
operate a laundry in-house before outsourcing the job to external contractors. Swimming 
pool cleaning and gardening were most frequently reported to be currently operated in- 
house but were planned to be outsourced in the future. In addition, four hotels were 
outsourcing the security service at the time of the interview but were planning to insource 
this service in the near future. 
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5.8 Incident characteristics 
Each interviewee was asked to discuss three types of activities. The first incident type 
represents the activities selected by the respondents for discussion in relation to the 
activity already outsourced, the second type was the activities that were possible to 
outsource but in-house performance was preferred, and the third type mainly concerned 
the jobs where outsourcing was under review. However, when no activities could be 
identified in the third category, the interviewees were invited to talk about another activity 
that was either outsourced or insourced. Laundry and security, respectively, dominated the 
first incident type while spa in the second type, and the choice was mixed for the third 
category (see Tables 5-6 and 5- 7). In general, out of a total of 64 incidents, spa (13), 
laundry (10) and security (9) were most frequently selected activities and altogether 
represented exactly 50% of all incidents. In terms of decisions, 25 outsourcing and 23 
performing in-house were reported. Table 5-8 illustrates the remaining 16 incidents 
being planned for future sourcing, consisting of eight incidents being planned to be 
outsourced, five incidents to be insourced, and three incidents were reported to be kept in- 
house. 
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Table 5-7: Summary of activity choice selected by the respondents for the incidents 
No. Activity Frequency 
1 Spa 13 
2 Laundry 10 
3 Security 9 
4 Training 4 
5 Housekeeping / Public area cleaning 4 
6 Gardening 4 
7 Engineering 4 
8 Limousine 3 
9 Event organization 3 
10 Staff canteen 2 
11 Water supply 1 
12 Sale activity 1 
13 Restaurant 1 
14 Recruitment and salary payment 1 
15 Nightclub 1 
16 IT 1 
17 Business networks creation 1 
18 Administration 1 
Total 64 
Table 5-8: Sourcing decisions summary 
Decision Frequency 
(incidents) 
Outsourcing 25 
Performed in-house 23 
Under review 16 
" To be outsourced 8 
" To be insourced 5 
" To continue performing in-house 3 
Total 64 
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5.9 Methods of analysing the incidents 
Gremler (2004) identifies two key methods of analysis in CIT research which include an 
interpretive method and a content analytic method. An interpretive methodology is used to 
"identify themes emerging from the analysis of the critical incidents", while a content 
analytic method normally classifies incidents "by assigning incidents into descriptive 
categories to explain events using a content analysis approach" (Gremler, 2004, p. 70). 
This study employed both methods identified by Gremler. The first type of analysis was 
the focus of this study because the interpretive method allows the researcher to identify 
factors from the data and depict the relationships among them (Gremler, 2004). This can 
help in verifying the propositions and the model developed in Chapter 4, identifying 
emerging factors and devising the hypotheses, which is the main objective of this study. 
Classifying incidents served to provide further supporting analysis. 
Interpretive method of analysis 
Themes emerging from the incidents needed to be identified in this method of analysis. 
This basically involves coding the transcripts using the common factors that drive 
outsourcing. This study adopted a predefined coding method which is explained by Miles 
and Huberman (1994) as a coding method where a provisional start list of the codes is 
developed prior to the fieldwork. For this study, an initial code list was created based on 
the TCE factors identified in Chapters 3 and 4. The codes were intended as general 
guidelines for data analysis and they were regularly revised during and after the 
interviews. 
1) Coding process 
Once the provisional codes were created, they were initially tested by coding the first five 
interviews (15 incidents). The result indicated that the code set could label just less than 
50% of the data, while the remaining data could not be assigned to any existing code and 
thus was left uncoded. It appeared that more factors were emerging from the themes of the 
data. As a result, additional coding categories were incorporated into the existing coding 
set (see Appendix 2 for coding categories). This was followed by using the new code set to 
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code 20 incidents, including the first 15 incidents. Inter judge reliability was undertaken 
by asking another coder to use the new codes to separately code the same 20 incidents. An 
inter judge reliability check was necessary to increase the validity of the analysis. During 
the inter-coder checking process, the second coder faced difficulties with the definitions of 
certain codes because they were ambiguous. Discussions between the two coders were 
carried out and resulted in an agreement to rewrite several definitions of the codes and to 
rename some codes to make them clearer and easier to understand. 
The initial results of the inter-coder reliability check revealed only 48% agreement. This 
was considered unsatisfactory for coding reliability at this stage. The discussion between 
the researcher and the second coder led to rectification of many of the coding 
discrepancies and an agreement to remove some codes which were too similar to one 
another. Eventually, the inter-coder agreement reached a reliability rate of 84%. This rate 
was satisfactory because, as suggested Miles and Huberman (1994) and Gremler (2004), a 
reliability rate of 80% or more is considered to be acceptable. The new codes were then 
used to code all incidents. 
2) Overview of the coding frequency 
Table 5-9 shows the frequency and percentage of the incidents being coded by each 
code. A higher percentage indicates a higher number of incidents the factor appears in, 
making it more influential to respondents in deciding the sourcing choice. Asset specificity 
(82.81%) played the most important role in driving the sourcing decisions, followed by 
capital requirement (54.69%), hotel experience (53.13%), frequency (43.75%), guest 
contact (26.56%), supplier availability and level of profit (18.75%). Guest contact and 
level of profit seemed low in terms of the number and percentage of incidents coded but 
many of the incidents involved activities such as security and gardening that involve less 
guest contact and do not generate revenue. Nevertheless, guest contact and level of profit 
were generally essential factors to the sourcing decisions in the guest-contact services, 
which potentially generate income to the hotels in this study. 
All other factors were disregarded from discussion because they were rarely mentioned by 
the respondents (each of them accounted for 15% or lower of all incidents). Therefore, it 
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appears that asset specificity, environmental uncertainty, behavioural uncertainty, 
frequency, supplier availability, guest contact, capital requirement, hotel experience and 
level of profit are the nine fundamental factors in this research. Each factor will be 
examined in detail in section 5- 10. 
Table 5-9: Summary of coding frequency 
No. of incidents coded 
Codes Percent 
(Total 64 incidents) 
Asset specificity 53 82.81 
" Site 16 25.00 
" Physical asset 12 18.75 
" Dedicated asset 0 0.00 
" Human asset 7 10.94 
" Brand name 12 18.75 
" Temporal 21 32.81 
" Procedure 37 57.81 
Environmental uncertainty 18 28.13 
" Volume uncertainty 5 7.81 
" Requirement uncertainty 17 26.56 
Behavioral uncertainty 17 26.56 
Frequency 28 43.75 
Supplier availability 12 18.75 
Guest contact 17 26.56 
Capital requirement 35 54.69 
Hotel experience 34 53.13 
Level of profit 12 18.75 
Arrangement costs 10 15.63 
Responsibility shift 9 14.06 
Security issues 3 4.69 
Giving benefits to community 2 3.13 
Owner/Headquarters requests 2 3.13 
Staff motivation 2 3.13 
107 
Chapter 5 Study I- Developing the Modified TCE Framework 
Classification of the incidents 
The criteria used to classify the incidents were based on the two most dominating factors. 
Degree of asset specificity and level of capital requirement were used as the incident 
classification criteria because, as clearly illustrated in Table 5-9, they were the two most 
frequently coded factors. The incidents were classified into four groups which are listed 
below and displayed in Figure 5-1 (see Appendix 3 for more detail of incident 
classification). 
Group 1: Low asset specificity and Low capital requirement 
Group 2: Low asset specificity and High capital requirement 
Group 3: High asset specificity and Low capital requirement 
Group 4: High asset specificity and High capital requirement 
Figure 5-1: Incident classification format 
Capital Requirement (CR) 
Low High 
Q oý 
ýg 
ti 
h 
h 
3 
0 
00 
x 
GROUP 1 GROUP 2 
GROUP 3 GROUP 4 
Descriptions of the criteria for classification were developed as the guidelines for the 
researcher who later on attempted to classify the first 20 incidents. To check the reliability 
of the classification, the second classifier was asked to separately categorize the same 20 
incidents and compare the results with the researcher's. Initial results revealed only 40% 
agreement between the two classifiers. The main cause of such a low agreement level was 
the vague criteria description which was open to interpretation. It was agreed between the 
two classifiers to clarify and redefine the criteria, particularly the degree of asset 
specificity. Adjustments to the description of high and low asset specificity were made to 
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make the criteria less subjective (see Appendix 4). After that, the new criteria description 
was used. The discussion between the two classifiers was carried out, leading to remedies, 
and eventually a 90% agreement was achieved. The revised criteria description was then 
used to classify all incidents. 
The incidents were classified into four types and reported in Figure 5-2.17 incidents 
were allocated to Group 1 (Low AS, Low CR) and 11 of these were outsourced. Group 2 
(Low AS, High CR) consists of 20 incidents which includes 18 incidents that were 
outsourced. In Group 3 (High AS, Low CR), all 11 incidents were operated in-house, 
while 12 from 16 incidents in Group 4 (High AS, High CR) were carried out internally. 
This generally suggests that low asset specificity strongly encourages outsourcing, 
especially when coupled with high capital requirement. 
In addition, it is obvious that the levels of specific investment and required capital have 
opposite effects on the outsourcing level. Where asset specificity was low, propensity to 
outsource appeared higher with the presence of high asset requirement (Group 2). This 
group has an outsourcing/in-house operations ratio of 18: 2, higher than 11: 6 of Group 1 
that features low capital requirements. Conversely, insourcing preferences appear higher 
in the situation where high asset specificity combined with low capital requirement in 
Group 3 than vice versa in Group 4. In fact, 100% in-house operations were chosen in 
incidents belonging to the lower capital requirement group (Group 3), while four 
outsource and 12 in-house decisions were adopted in Group 4. 
This finding provides strong support to past literature for asset specificity and to some 
extent for capital requirement. Similar to this study, the negative relationship between 
asset specificity and level of outsourcing has been strongly confirmed by Spekle et al. 
(2007), Everaert et al. (2006), Watjatrakul (2005) and Morill and Morill (2003). The effect 
of capital requirement found in this study is stronger than the result provided by Erramilli 
and Rao (1993) who also demonstrated that capital intensity strengthens the inverse 
relationship between asset specificity and entry-mode choice only at lower levels of 
capital intensity not at higher levels. Furthermore, the evidence of a positive relationship 
of capital requirement and level of outsourcing in this study confirms the proposition 
developed by Bello et al. (1997) who stated that transactions requiring high capital 
investment would generally relate positively to outsourcing. 
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Figure 5-2: Incident classification result 
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5.10 In-depth findings about hotel outsourcing in Phuket 
This section reports the main findings of this first study, focusing on the in-depth analysis 
of the incidents (see Appendix 5 for samples of CIT interview transcripts). The most 
significant factors found in this study include asset specificity, environmental uncertainty, 
behavioural uncertainty, frequency, supplier availability, guest contact, capital 
requirement, hotel experience and level of profit. Each factor is explored in detail leading 
to the hypotheses formulation. 
Asset specificity 
Broadly speaking, asset specificity was vital to outsourcing decisions in the majority of the 
incidents. Overall, high specific invested activities were kept in-house. Based on the 
incident classification in Figure 5-2, out of 27 high asset specific activities, 23 of them 
were performed internally. The other four activities which were outsourced include two 
spas, one staff canteen and one restaurant. Nonetheless, these activities, except restaurant, 
were outsourced only where the key investments were made by the hotels rather than by 
the suppliers to avoid the parties being locked into the contract. Although involving high 
specific investment due to site and physical asset specificities, these particular investments 
were made by the hotels and thus little investment was specific to the suppliers. 
Ultimately, these outsourced activities could be considered low in specific investment 
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from the suppliers' point of view. The restaurant (incident 25) in hotel 9 was considered 
very high in specific investments and it was outsourced to an external restaurant operator. 
Unlike the outsourced spas and canteen, this restaurant was invested in mainly by the 
external company. If the operation of this restaurant ceases, it is highly likely that the 
restaurant operator will lose a major part of their investment. Nonetheless, in order to 
safeguard the relationship and the investment, as contended by the theory, a longer 
contract than the outsourced spas and canteen was agreed. Indeed, this finding displays a 
strong support to the theory. 
Furthermore, the findings generally also provide support to TCE with respect to the link 
between low specificity and outsourcing practices. TCE predicts outsourcing to be adopted 
mostly in low asset specific transactions due to market specialization and low transaction 
costs. The theory is accurate to a considerable extent as this is evident from the findings. A 
total of 37 incidents were considered low in asset specificity in Figure 5-2 and 29 of them 
were outsourced. 
Asset specificity was also found to be more pertinent when it was paired with other factors 
and this issue will be clearly explained below. Among the seven elements of asset 
specificity, comments relating to procedure specificity were most frequently made, 
followed by temporal and site specificity. Physical asset, brand name, and human assets 
were rarely mentioned while dedicated asset specificity was not brought up at all. Hence, 
only the former three will be further discussed. 
1) Procedure specificity 
Comments with regard to procedure specificity were discovered in 37 incidents where 20 
of them were operated in-house. These activities include spas, public area cleaning and 
gardening, among others. The procedures of operation required for these jobs were unique 
to each of the sampled hotels' requirements. If outsourced, external companies would be 
required to make certain adjustments in terms of service delivery and operating procedures 
specifically for the hotel which were hard to accept by outsourced staff. This was foreseen 
as a major problem to many hotels and as a result internal performance was adopted. Two 
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examples can be illustrated below in relation to procedure specificity of the gardening jobs 
which were operated in-house. 
Staff of the outside companies would not do anything beyond the prior written agreement 
because they feel that they are not members of the hotel. We do not want our gardening 
staff to feel that their job is just to mow the lawn. We want them to feel that they are part 
of the hotel and be willing to help out any other tasks as requested by other functions of 
the hotel such as providing assistance in carrying tables and chairs when the hotel has a 
large F&B function. Gardeners from an external company would never do that and they 
would argue that it isn't their job. (Corporate and Yield Manager, Hotel 8, incident 23). 
Having our own gardeners means that we can train them to do more than gardening job 
such as greeting the guests and checking on safety and security as to whether there are 
some strangers who are not supposed to be there in the area. We can't do this with external 
companies. And external gardening operator keeps sending us different gardeners so the 
guests are unfamiliar with them. (General Manager, Hotel 21, incident 60). 
Another procedure specificity example was noted in hotel 18 in connection with public 
area cleaning (incident 52). The Resident Manager of this hotel explains the reason that his 
hotel operates public area cleaning in-house as follows: 
They (a cleaning company) wouldn't seem to be able to meet our requirements. They offer 
us cleaning for 1-2 hours a day but cannot work for extended periods of time. They 
offered to send their cleaners in to work between 8- 10 a. m. while we want the cleaners to 
be present there for a much longer period and can work whenever required. ... Our 
restaurant is closed at 11 pm. They could adjust their work time to be 3-4p. m. at best. 
End of discussion. We need cleaning all the time. We use cleaning staff on duty to cover 
two work shifts and will clean the area whenever it gets dirty till late. 
Moreover, a relationship between procedure specificity and requirement uncertainty was 
noted in several incidents. In situations where the hotel was uncertain about the operation 
requirements of a certain activity, it simultaneously required a high degree of operation 
procedure adjustments in response to the requirement uncertainties. Hence, operation 
procedure customization by external companies was to a large extent specific to certain 
hotels. This relationship was evident in hotel 14 with regard to foreign language training. 
English training was performed internally while all other foreign languages were intended 
to be outsourced as the tasks for them were set out more clearly and they were required 
less frequently than English. The Guest Service Manager of this hotel explained how the 
requirements of this job are very uncertain and the English teachers must be extremely 
flexible to respond to the hotel's unique requirements below: 
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Our English teachers have to do more work than simply teaching English to our staff. As 
English is the hotel's official language, the work requirements of English trainers were 
more than training staff but to do with proofing all official documents in English such as 
memos, notices or leaflets. ... In times of 
high occupancy, they are required to perform 
on-site training by observing the work and the use of English by the service staff and then 
develop English lessons for certain duties..... The external company might develop a 
course for us, say, 40 hours and it ends when the course is complete. We want more than 
that. It would be too difficult for any external language company to really meet our 
requirements. 
However, unlike English, the work procedures required for the training of all other 
languages were much more certain and did not require much adaptation from the 
suppliers. He further explained below: 
I don't expect all of my staff to speak Russian fluently but may need just one or two 
persons who are responsible for taking care of Russian guests to be able to communicate 
Russian well enough. The other 20 students from the front office, sport and spa need just 
to be able to greet, have some basic vocabularies and have simple conversations like "how 
are you? ", "what is your room number? ", and "this is your bill". I wouldn't worry about 
grammar. The company will propose us the courses, for instance, the first 10 hours will be 
these lessons and then the other 10 hours will be about this and this. This is the price. If we 
are happy, it can go ahead. 
2) Temporal asset specificity 
Overall, laundry, security, engineering and public area cleaning were considered high in 
temporal asset specificity since timing and coordination was critical to these activities. 
Temporal was essentially a major issue for laundry in many hotels. However, it was not 
significant enough for all small hotels to invest in the facilities and operate them in-house 
as the capital investment required was far too high for small scale operations. Furthermore, 
laundry outsourcing was considered more appropriate for them since all other aspects of 
asset specificity were low. Site specificity was unimportant because unlike a people- 
processing-service, a possession-processing-service like laundry need not be operated in- 
house but can be delivered at a distance (Lovelock, 2001). Also, contractors would not 
require any special investments in terms of equipment and machines specific to any 
particular hotel. Thus, physical asset specificity was also irrelevant. The only specific 
investment the laundry contractor needed to make was with regards to temporal asset 
where pick-up and delivery timing together with coordination must be adjusted 
specifically to suit the preferences of each individual hotel. Indeed, timely delivery of 
linens was a key issue for many hotels as it affected their hotel operations considerably, 
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especially during times of high occupancy. Despite this, due to the laundry's level of 
capital investment required coupled with the hotel being small in size, outsourcing was 
still a preferred option. 
On the other hand, large hotels preferred their laundry service to be operated internally in 
order to avoid temporal specificity problems by the supplier. For example, hotel 4 
(incident 11) chose operating laundry in-house for their whole hotel group in the Phuket 
area which comprised over 1,000 rooms. Two observations were noted in hotels 15 and 17 
which were at present small in size. These hotels were outsourcing their laundry 
operations and had to put up with delivery problems. Insourcing laundry was planned in 
the near future in these hotels along with their hotel expansion plan. This was mainly 
because they needed to overcome temporal specificity problems and perceived that the 
temporal problems would disappear once operating internally. 
Another issue pertaining to temporal asset specificity was noted in most hotels being that 
outsourcing guest laundry was more a concern than hotel linen. Hotels normally work with 
three sets of linens but this is not the case for guest's clothes. Guests normally require 
express services and demand their clothes are returned to them clean and on time. A 
serious incident of a temporal problem with the guest laundry was observed in hotel 21 as 
this was explained by the hotel General Manager: 
The delay of delivery can be a serious problem with guest laundry. For example, a guest 
dropped us off their clothes in the morning and requested to have them back before the 
evening. The laundry contractor told us they can manage it and will deliver them back on 
time. But then it turned out that they couldn't complete the job and failed to deliver the 
guest's clothes on time and caused him to miss a party. 
To avoid guest laundry temporal problems, this hotel was planning to run guest laundry 
service in-house following the forthcoming hotel renovation while hotel linens would 
remain outsourced. Operating guest laundry in-house but outsourcing hotel linen was 
practiced in hotels 6 and 18 for the same reason. 
In addition, temporal asset specificity was also apparent in other activities such as 
engineering. Timely engineering service is essential for the hotel particularly when 
problems are experienced in guestroom such as air conditioning breaking down which 
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may cause a severe dissatisfaction if the problem is delayed. For this reason, hotel 19, 
although with only 60 rooms, decided to have their own engineering staff on duty 24 hours 
a day. The manager of this hotel emphasized the need to solve all engineering problems 
immediately. This job could not be outsourced mainly due to potential temporal problems 
by external engineering companies as delays were common for engineering outsourcing. 
3) Site specificity 
Many activities required the contractor to be present and operate on-site at the hotel. This 
was particularly the case in most of people processing activities which provided services 
directly to the hotel guests such as spa, guest taxi service, restaurant, and nightclub. Staff 
canteens (incident 34) where service was delivered to hotel employees also belonged to 
this group since it was operated by an external company inside the hotel. These jobs 
needed the service facilities to be located inside the property. To some extent gardening 
and security also possess some degree of site specificity as these jobs must only be carried 
out at the hotel site. 
Site specificity normally arose in conjunction with physical asset specificity. However, 
physical asset specificity was less often commented upon because several hotels decided 
to invest in the facilities themselves rather than by the supplier. This was particularly the 
case for spas. A spa located inside the hotel implied site specificity. Moreover, a number 
of facilities and equipment for spa operations were investment-specific because they were 
built-in permanently or at least for a period of the contract and would become useless after 
contract termination. Thus, a high level of asset specificity was normally present in any 
hotel spa operation. However, to avoid the trading parties being locked into the contract 
due to physical asset specificity and site specificity, most hotels chose to invest in the 
specific physical assets themselves rather than ask the suppliers to do so. Hence, the hotels 
could terminate the contracts prematurely if need be and keep the equipment, while the spa 
contactors had no major investment to lose. 
To sum up, the findings provided support to the Proposition 1 developed in Chapter 4 (p. 
82) which states that "the higher level of specific assets required for a transaction will lead 
to an increase in transaction costs and thus reduces outsourcing intention". The 
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relationship between asset specificity and level of outsourcing appeared to be central to the 
study. The evidence has illustrated a strong support to this inverse relationship as the 
majority of the specific asset invested transactions resulted in in-house operation 
decisions. Therefore, the proposition will be restated as a hypothesis to be tested in the 
second study: 
H1: Asset specific investments required for a service transaction decrease the level 
of outsourcing of that service transaction. 
Furthermore, among the seven dimensions of asset specificity, only three elements 
appeared to be most pertinent in the samples investigated. These three dimensions 
included procedure, temporal and site specificities. The negative relationship between 
asset specificity and outsourcing intention was also moderated by other factors. This will 
be discussed further in more detail. 
Environmental uncertainty 
Environmental uncertainty has been identified to include volume uncertainty and 
requirement uncertainty, however, the latter was much more often commented upon. As 
discovered in the findings, requirement uncertainty appeared to drive in-house operation 
decisions in activities characterized as high asset specificity and low capital requirement 
(Group 3). This was apparent in gardening for hotels 8,17 and 21 (incidents 23,48,60) as 
the managers of these hotels felt that they needed to make frequent changes and 
adjustments in the gardening operations. Internal performance was perceived to give them 
more control and a better response to their uncertain operation requirements in comparison 
to using external suppliers. For example, the manager of hotel 17 (incident 48) strongly 
preferred gardening to be performed in-house because he was uncertain about his 
requirements. He felt having his own gardeners would give him much more flexibility to 
meet these uncertainties as he noted: 
I like to have the control and telling them what I want. If I change my mind after a month 
and I said "ok it's going to be a different timing, it's going to be a different way of 
working", it is still easy for me to control them. 
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Furthermore, comments regarding requirement uncertainty were frequently found in 
various spa operations. The respondents felt it was necessary to have spa operations under 
their control and operated in-house so that adjustments in spa operations and management 
could be made as often as needed. Two examples of requirement uncertainty can be 
illustrated below with reference to the spas of hotel 2 and hotel 3. 
... when we sell our 
hotel package on our website, we can offer one of our spa services 
free of charge to our return and long stay guests, say one month, who negotiate for a lower 
hotel room rate. Instead of reducing the hotel room price, we offer them a complementary 
airport transfer, spa service, and dinner. Most guests will happily accept it. We don't have 
to touch the room rates and be able to maintain the hotel prices. (General Manager, Hotel 
2). 
If outsourced, we would have to get stuck with the prices that are set by the spa company, 
so we have no control over the spa prices. We just can't always follow their prices. ... I 
used to work for a hotel that outsourced spa. I was under a lot of pressures because I could 
not control the spa prices. They told me not to lower the spa prices because it could affect 
their reputation so on and so forth. Before I could do anything to their spa, I had to write to 
the company and it took too long time for them to answer and negotiate. There were too 
many steps and it was too complicated. (General Manager, Hotel 3). 
Volume uncertainty also had a strong link with insourcing. This was particularly the case 
for engineering (incidents 26 and 54). Engineers were scheduled on duty 24 hours a day, 
seven days a week in these luxury hotels in order to provide immediate engineering 
services in times of unexpected events. In addition, the job was perceived as high in 
temporal asset specificity because timely service was crucial to guest satisfaction. 
These examples illustrate both direct negative effect of environmental uncertainty to the 
outsourcing practices and indirect effect in most of the high asset specific activities. 
Therefore, this is consistent to the Proposition 2 in Chapter 4 (p. 84) which states that 
"environment uncertainty, paired with asset specificity, raises transaction costs and thus 
reduces outsourcing intention". From this, two hypotheses have been developed for testing 
in study 2: 
H2a: Environmental uncertainty strengthens the negative relationship between 
asset specificity and the level of outsourcing. 
H2b: Environmental uncertainty decreases the level of outsourcing. 
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Behavioural uncertainty 
Behavioural uncertainty relates to the complexity of activity that makes the job more 
complicated for the hotel to monitor the contractor's performance. As a result, assessing 
whether the contractor has performed effectively and complied to the established 
contractual agreements can become a difficult task for the hotel. Behavioural uncertainty 
was relevant to a number of high asset specific incidents with a majority being spa 
operations. The spa performance was complex for the management teams of the sampled 
hotels to evaluate due to the intangibility of the services provided by spa therapists to 
different guests. An observation was made in incident 39 by the Guest Service Manager of 
the hotel as he explained: 
It is hard to measure and evaluate the outcome of spa services. We could evaluate from the 
guest comments but, as I told you earlier, one guest may judge the same service differently 
to another. A guest receiving the same spa service from the same therapist may reward the 
therapist with a big tip while another guest may complain. It is hard to evaluate the 
performance based on guest satisfaction. 
Also, monitoring difficulties of the spa performance were raised by the Manager of Hotel 
20 (incident 58): 
We feel that the spa is an activity that needs a lot of detailed attention, more than 
housekeeping. It is harder to monitor as the operation takes place in the situation where we 
can't observe it. If we can't control, there could be many serious problems. The service is 
conducted in private between the service provider and the guest. The service is subject to 
individual guest judgment. 
These reasons, to some extent, caused these hotels to avoid outsourcing their spas. Two 
more observations of behavioural uncertainty were made about training (incident 32) and 
guest laundry (incident 16). Training services were perceived to be complex by hotel 11 
because it was hard to assess and evaluate the training results. The level of staff 
performance improvement as a result of training was also difficult to quantify. Judging the 
performance of the external trainers was noted as problematic in this hotel and thus all 
training programmes were conducted internally. On the other hand, guest laundry in hotel 
6 (incident 16) was performed in-house because, to some extent, investigating into a 
problem was difficult to conduct. The manager of this hotel commented: 
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When problems occur, it would be very difficult and time consuming to track down the 
root of the problem as to identifying who should be responsible for the problem. For 
instance, damages to the guests clothes like a coat button is missing or a shirt gets dirty 
require us to go through a long investigation process as to who should be held 
accountable. 
The findings up to this point suggest behavioural uncertainty had both direct and indirect 
effects on the outsourcing decisions. The indirect relationship is consistent with 
Proposition 3 (p. 85) which states that "behavioural uncertainty, paired with asset 
specificity, raises transaction costs and thus reduces outsourcing intention". Hence, 
hypotheses 3a and 3b have been developed as follows: 
H3a: Behavioural uncertainty strengthens the negative relationship between asset 
specificity and the level of outsourcing. 
H3b: Behavioural uncertainty decreases the level of outsourcing. 
However, different results of behavioural uncertainty were found in some incidents. 
Behavioural uncertainty in spa was of no concern to hotels 10 and 22 because they were 
confident in the performance of the external spa operators. Furthermore, it was 
commented on by the manager of hotel 9 (incident 27) that evaluating the performance of 
in-house spa staff would in fact be more complex than the outsourced spa management 
company in terms of cash monitoring. Outsourcing was thus chosen by these hotels. 
Additionally, a similar comment to incident 16 (discussed above) regarding the 
investigation problems of outsourced hotel laundry was made in incident 41. However, 
outsourcing was still chosen due to the small size of the hotel coupled with the high capital 
investment of the laundry. 
Frequency 
Observations with regard to the size and volume of the job were made in 28 incidents, 
notably with regards to laundry operations. Like uncertainty, in most incidents, frequency 
had both direct and indirect relationships with the sourcing decisions. The sourcing 
decisions were in many cases influenced by frequency when it was paired with asset 
specificity. 
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Where a degree of asset specificity existed, high frequently conducted activities were 
perceived to require to be operated in-house. Hotels 15 and 17, which were small, 
outsourced their laundry operations at the time of the interviews and had to put up with 
many delivery (temporal) problems. Insourcing laundry was planned in the near future in 
these hotels as they also planned to expand their size. Another example was provided by 
Hotel 4 (incident 11). This hotel on its own was a medium-sized hotel but it had two other 
properties that belonged to the same group in Phuket which altogether comprised over 
1,000 rooms. The manager of this hotel group preferred to operate their own laundry 
because they had specific laundry operations and delivery procedures that were difficult to 
provide by the laundry operators in the market. Furthermore, the sheer volume of the 
group allowed this hotel company to operate laundry cost efficiently. Hence, these two 
reasons led this hotel to internalise the laundry operations and serve the other hotels in the 
group. 
Frequency also exerted direct effect on the outsourcing decision. Smaller hotels, exhibiting 
low laundry work volume, were unwilling to commit themselves to a huge investment in a 
laundry operation of their own. An example can be illustrated by the comment made by 
the hotel manager in incident 41: 
The first thing is our size. Our hotel has only 77 guestrooms so it isn't cost effective to 
make the investment and operate the laundry. The linen quantity including those in the 
housekeeping department, restaurant and guest clothes, is too few and makes it 
uneconomical to operate. We calculated the break even point and felt that operating in- 
house was definitely uneconomical. 
Proposition 4 (p. 86) which states that "frequency allows internal production costs to be 
efficient and thus reduces outsourcing likelihood of a high specific invested activity" 
appears to be supported and a direct relationship is also found. Therefore, two hypotheses 
can be formulated as follows: 
H4a: Frequency strengthens the negative relationship between asset specificity and 
the level of outsourcing. 
H4b: Frequency decreases the level of outsourcing. 
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Supplier availability 
Comments with regard to the availability of viable contractors in the market were made in 
12 incidents. A number of hotels complained about the small number of suppliers to select 
from and those existing ones were seen to provide low quality of services together with 
numerous temporal asset specificity problems of laundry, security and limousine services. 
Three hotels including hotels 2,17 and 21 reported that they were considering insourcing 
security due to the limited number of competent service providers in the area. They were 
outsourcing this service at the time of the interviews but no longer wanted to put up with 
the low quality services they were receiving. Even though outsourcing would ideally be 
preferred, they needed to consider internalizing security operations because of a limited 
number of competent security operators in the market that could provide the expected 
service standards they required. 
In addition, because of the lack of competent laundry contractors, larger hotels found it 
difficult to outsource the laundry operations. A comment was made by the manager of a 
400-room hotel as follows: 
... 
if we were sitting in Vienna, in Paris, we would not even have to discuss this because 
none of the hotels there would have a laundry. You would have huge laundry provider 
specialists who are so specialized, their services and their costs are still affordable, 
cheaper. ... umm..., 
I am not sure if the hotel of our size can outsource laundry either. I 
think we would have to do a serious research if there is a laundry available in Phuket who 
could meet our qualifications, who could meet our standards. (General Manager, Hotel 
22, incident 64). 
In contrast, smaller hotels did not have the same problem as there were more laundry 
providers to smaller hotel properties. Despite some temporal problems in terms of laundry 
delivery and the low quality service they were commonly facing, these smaller hotels were 
willing to outsource their laundry. In addition, the available service providers were 
competing to provide cost efficient and affordable services and it was relatively easy to 
switch provision if need be. 
Proposition 5 which states that "supplier availability, paired with asset specificity, reduces 
transaction costs and thus increases outsourcing intention" (p. 86) is supported and the 
results also provide evidence for a direct relationship. Therefore, two hypotheses can be 
put together based on these findings. These include: 
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H5a: Supplier availability reduces the negative relationship between asset 
specificity and the level of outsourcing. 
H5b: Supplier availability increases the level of outsourcing. 
Guest contact 
It was proposed in the previous sections and research framework based on the literature 
that guest contact increases the negative relationship between asset specificity and 
outsourcing. The research findings revealed mixed support for this proposition and 
provided further issues for discussion. Guest contact refers to the degree of contact the 
guest has with a service provider of a particular activity or the level of guest involvement 
in co-producing a particular service transaction. This factor was noted in a number of 
incidents with the results showing mixed support for the proposition. 
Guest contact was considered a considerably important factor in the more complex 
activities like spa. The following comments in incident 36 and 58 illustrate this point. 
We also think that spa is a high guest contact service so it is better that we have full 
control by not outsourcing it. If we outsource it, we would not be sure if any other 
companies would be able to treat our guests the way we do. (Resident Manager, Hotel 12, 
Incident 36). 
... what 
I can think of is our concern with the performance standard. The service 
performance would vary from one person to another. ... If anything goes wrong or the 
guest is unhappy which can happen any time, we are not sure whether the contractor 
would be able to solve the problem and take it seriously as they might not be committed to 
the job that much. This can cause an immediate and serious guest dissatisfaction. (General 
Manager, Hotel 20, Incident 58). 
The managers of the hotels felt there was a need for having full control of spa operations 
to ensure guest satisfaction and hence decided to operate spa internally. 
Another example in connection with customer contact was noted in two gardening jobs 
(incidents 35 and 60) of hotels 12 and 21. One might argue that gardening might be a low 
contact service and most guests do not have much expectation from the gardeners. These 
hotels, however, considered guest contact to be one of the key elements of their gardening 
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jobs as the gardeners are seen in public and thus represented the hotel's reputation. 
Therefore, all gardeners in these hotels were trained about grooming, appearance, and 
attitude and the managers ensured that their gardeners would enhance the hotel's goodwill 
by politely greeting and smiling at guests every time they came into contact with them. 
This is a procedure specific to these hotels as no gardening companies in the market could 
match this requirement. This guest contact factor combined with all other needs convinced 
the managers to select to operate gardening in-house. 
However, guest contact was not part of hotel 22's outsourcing consideration despite the 
high contact nature of the spa business (incident 62). The manager of this hotel had no 
concern with customer contact issues because he trusted in the quality of the supplier he 
selected. Similarly, other hotels such as hotels 10 and 18 rejected guest contact as a 
relevant factor for their decision to operate a spa internally. They were confident in the 
professionalism of the spa companies in the market but decided to operate in-house due to 
other factors including specific requirements and profitability. 
Therefore, guest contact provided a mixed support to Proposition 6 in Chapter 4 (p. 87) 
which states that "guest contact, paired with asset specificity, raises transaction costs and 
thus reduces outsourcing intention". It did not emerge as a significant factor. Decisions to 
outsource or perform in-house high contact activities were not determined most heavily by 
the degree of guest contact itself but in many situations with a combination of asset 
specificity. It can be concluded that, to a considerable extent, guest contact has a negative 
relationship with outsourcing and it also strengthens the negative relationship between 
asset specificity and outsourcing. These results, to some extent, provide support to the 
proposition. For that reason, hypotheses 6a and 6b can be formulated as below. 
H6a: Guest contact strengthens the negative relationship between asset specificity 
and the level of outsourcing. 
H6b: Guest contact decreases the level of outsourcing. 
In addition to the above variables investigated as propositions in Chapter 4, new variables 
have emerged from the findings. The following hypotheses are additional to the initial 
propositions, and they are based solely on the findings of this first study. 
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Capital requirement 
Capital requirement appeared as a major issue and the second most frequently coded in the 
data. As noted above, overall, capital requirement was a dominating factor when paired 
with asset specificity. It seems clear from the results that the level of capital required to 
operate a certain activity went in an opposite direction to the asset specificity in terms of 
the effects on the sourcing decision. In fact, TCE theorists rarely take the level of required 
general investment as a factor in explaining sourcing decisions as it is perceived to be 
more related to production costs rather than the costs of transaction. However, the results 
from this study affirm that ignoring this factor would no doubt make hotel sourcing 
behaviour explanation incomplete. Predominantly, in most low asset specificity incidents, 
the interviewees made frequent comparisons to the marginal level of extra investment 
required in operating the activities themselves in comparison to external suppliers. In 
situations of low specificity, the higher the capital required by the hotel, the more 
outsourcing could be anticipated. Furthermore, the lower capital required tended to 
increase the insourcing decisions of the high specific investment activities. 
Capital requirement was indeed a key factor in incidents with low asset specificity. These 
activities such as laundry, event organization and limousine service, among others were 
considered low in specificity but high in capital outlay needed to start up the operations. 
These jobs were mostly outsourced due to two combined effects: low specificity and high 
investment. Given that the specificity is low, most sampled hotels would hesitate to make 
huge investments for the jobs which were better performed by well prepared external 
companies. TCE theory predicts an increase in propensity to outsource in lower specific 
transactions and less outsourcing likelihood in high specificity. This suggests a negative 
relationship between specificity and outsourcing. Conversely, in this research, outsourcing 
tendency is enhanced by high capital investment, this is opposite to the asset specificity 
and outsourcing relationship. Examples include event organization in Hotel 8, restaurant in 
Hotel 9 and limousine service in Hotel 14. Therefore, a negative relationship between 
asset specificity and outsourcing is decreased by capital investment. 
In addition, high capital requirement was a substantial driver of the outsourcing decisions 
in a number of cases particularly in the laundry operations of smaller hotels. The manager 
of hotel 1, one of the small hotels that outsourced laundry, commented: 
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Investing in the facilities is simply uneconomical for a small property of 21 villas. Even if 
we have a 100% occupancy, 21 villas per day, the total amount of linen would not exceed 
120 - 130 piecds per day. If we want to invest in the equipment, we are talking about 
millions of Baht. 
Furthermore, the investment in laundry operations was considered unnecessary because 
the physical assets required were nonspecific and the external laundry specialists had 
already made extensive investment into their operations which would be hard for small 
hotels to match. Since the assets were nonspecific to the suppliers, additional investment 
was needless for them. This was mentioned by hotel 19 manager as follows: 
They (the laundry contractor) already have a very high standard laundry operation, good 
system, good work procedures and good machines and equipment. It would cost 
enormously if we made such an investment. 
The results, therefore, lead to two hypotheses below. 
H7a: Capital requirement reduces the negative relationship between asset 
specificity and the level of outsourcing. 
117b: Capital requirement increases the level of outsourcing. 
Hotel experience 
Prior experience contributed to outsourcing decisions most notably with regards to spa, 
housekeeping and restaurant. Several hotels decided to outsource these because they 
lacked expertise, knowledge and experience in running these operations. For example, 
hotel 20 decided to outsource housekeeping function because the manager lacked 
operations know-how and experience. After one year once adequate expertise was gained 
from observing the supplier's operation, the hotel decided to insource the job in order to 
have full control of the housekeeping staff. In addition, the restaurant in hotel 9 was 
outsourced also due mainly to the lack of restaurant operations knowledge and experience. 
The results also suggested that where the hotel was rich in technical know-how in 
operating a certain job, it would result in in-house production. Observations were noted in 
hotels 2,12 and 14 with regard to spa operations. These hotels considered themselves 
125 
Chapter 5 Study I- Developing the Modified TCE Framework 
experts in running a spa and were not confident of other companies treating the guests the 
way they did. This was particularly apparent in hotel 12 who claimed that because of their 
extensive experience, a range of hotels have increasingly requested them to run their spas. 
However, measures were imposed to safeguard the parties being locked into contracts due 
to asset specificity. The asset specificity levels of these jobs were greatly reduced by the 
hotels investing in all machines and equipment rather than the contractors. Furthermore, 
these jobs were planned to be insourced once experience was gained. The results suggest 
that where the hotel management team were rich in knowledge and experience in 
operating these asset specific activities, it would generally result in in-house production. 
This was obvious in hotel 22 in spa operations as the General Manager explained below. 
Decision to outsource the spa is because we felt that we have great expertise in running a 
hotel but we do not consider ourselves expert in running a spa operation. So we always felt 
that we would rather work with a company who has track record of running, operating 
spas. ... 
The hotel owner actually made all the investment.... we could do it ourselves but 
we would be very dependent on the Spa Manager we would hire. If he or she walks off, 
there is not a back up system. I mean the risk is that we don't have the expertise ourselves 
and we would be depending on one person. By now after 5 years, I think we would have 
insider experience and actually realized that we would have enough knowledge doing it 
ourselves. And from the profit point of view, I think, it will be more beneficial to us 
running it ourselves. 
Therefore, two hypotheses can be formulated as follows: 
H8a: Hotel experience increases the negative relationship between asset specificity 
and the level of outsourcing. 
H8b: Hotel experience decreases the level of outsourcing. 
Level of profit 
Level of profit of the activity may seem insignificant as it appeared in only 12 incidents 
from the total of 64, however, many activities selected in the interviews by the managers 
were non-revenue generating such as gardening jobs and hotel laundry. Moreover, this 
factor was not included in the initial framework and to date it has not appeared in the TCE 
literature. However, in this study, level of profit emerged as another influential factor in 
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the sourcing decisions of revenue generating activities most particularly, spa and guest 
laundry services. 
Overall, level of profit had a strong link with in-house operations. However, this link may 
not be direct as the most important factor that drove most of the revenue generating 
activities (such as spa and guest laundry) sourcing decisions in this study was asset 
specificity. Several hotels preferred the spa operated in-house because the profits of spa 
operations were promising despite a considerable level of initial investment required. The 
interviewees revealed that spas have relatively low operating costs while the guests are 
normally willing to pay high prices for the service. This is strongly relevant to hotel 12 
where the Resident Manager emphasized one of the main reasons of operating the spa in- 
house as follows: 
Profit is great if managed properly. The running costs of spa are quite low but the guests 
are prepared to pay premium. Investment is relatively low when you compare it with other 
services but the return is magnificent. 
Furthermore, most hotels refused to outsource their spa partially because they did not want 
to share their profits. This is because, although outsourced, most of the investments which 
were mostly specific would be made by the hotels. Generally, if outsourced, up to 50% of 
the profits would be shared by the contractor. This was perceived as unacceptable by 
several interviewees. Another observation was noted in relation to the level of profit in 
hotel 22's spa. This hotel chose outsourcing because it lacked expertise. However, it fully 
recognized the high profitability of the spa and thus planned to insource the spa in the near 
future. Hotel 9, on the other hand, needed to outsource their spa because they continued to 
make a loss. 
Therefore, level of profit is considered another emerging factor that should be included in 
the TCE study. It is a new variable which has not been identified in Chapter 4 and 
elsewhere in the TCE field of study. It is expected to contribute to a more complete 
explanation of sourcing decisions. This factor, along with asset specificity, encouraged in- 
house operations of potential revenue generating activities, notably spa operations. Two 
hypotheses can be derived from these findings as follows: 
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H9a: Level of profit of the activity strengthens the negative relationship between 
asset specificity and the level of outsourcing. 
H9b: Level of profit decreases the level of outsourcing. 
5.11 Conclusion 
This chapter has reported the results of the first study which employed CIT to examine 64 
sourcing incidents from 22 hotels in Phuket. This study aimed to achieve two key 
objectives. First, it intended to verify the variables, propositions and research framework 
developed in Chapter 4 and identify other variables that might have been left out. Second, 
it endeavored to provide an understanding of the key issues surrounding hotel outsourcing 
practices in Thailand which will help in planning the research design of the quantitative 
phase. 
The new outsourcing definition was developed based on the findings in this study and now 
defined as "contracting out hotel's work to external providers". This new definition was 
agreed by all of the interviewees but it differed from the working definition theoretically 
developed in Chapter 2. The new definition will be used to refer to outsourcing in the 
remainder of the research. 
The findings provided general support to the argument of TCE. The negative relationship 
between asset specificity and the intention to outsource remained the core issue of this 
initial study. High asset specificity was found to lead to less outsourcing intention. The 
other TCE dimensions including environmental uncertainty, behavioural uncertainty, 
frequency and supplier availability also exerted strong influences on the sourcing 
decisions made by the respondents. However, it was found that these factors not only 
moderated the relationship of asset specificity and outsourcing, they also had direct 
effects. In addition, other non-TCE variables were also found to have similar influences 
including guest contact, capital requirement, hotel experience and level of profit. One 
conclusion to be drawn from this phenomenon is that to completely explain outsourcing, it 
is necessary to investigate both direct and indirect effects of these variables. Furthermore, 
the last three variables above were not included in the propositions in Chapter 4 as they 
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were new variables emerging from this study. As a result, this study has provided three 
main outcomes: 
1) Formulating the hypotheses, many of which confirmed the previous propositions and 
introducing new queries for investigation. 
2) Revising the conceptual framework - see Figure 5-3 overleaf - which now consists 
of the following variables: 
" Independent variables: Asset specificity (AS), Environment uncertainty, 
Behavioural uncertainty, Frequency, Supplier availability, 
Guest contact, Capital requirement, Hotel experience, Level 
of profit 
9 Dependent variable: Level of outsourcing 
" Moderating variables: AS x Environment uncertainty, AS x Behavioural 
uncertainty, AS x Frequency, AS x Supplier availability, 
AS x Guest contact, AS x Capital requirement, AS x Hotel 
experience, AS x Level of profit 
3) Providing answers to the first research question and enabling the second research 
question to be more precise and include more specific sub-questions as listed below: 
Research question 1 
What are the key variables, from the TCE perspective, which affect hotel outsourcing? 
Research question 2 
To what extent do TCE and each factor in the modified framework explain hotel 
outsourcing decisions? 
" How well do the independent variables and the moderators predict hotel's level of 
outsourcing? 
. Which variables in the sets of variables are the best predictors of the outcome? 
" Are the predicting variables still able to explain the result under the control of hotel 
features? 
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The results of the first study will also help facilitate the development of the research 
method and survey instrument of the second study. The next two chapters will 
quantitatively test the hypotheses developed in this chapter. The research design for the 
quantitative phase will be described in the next chapter and Chapter 7 will report the 
findings. 
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Chapter 6 Study 2- 
Testing Quantitatively the Modified Framework: 
The Research Design 
6.1 Introduction 
This is one of the two chapters devoted to the quantitative phase of the research. This 
chapter describes and justifies the methodology used in study 2. It focuses on the 
administration of the survey, data cleaning and preparation and methods of analyzing the 
data collected. The focal point of the first part of the chapter is centred on the procedures 
employed for administering the survey including questionnaire development, defining the 
population and the survey method. The second part of this chapter deals with data cleaning 
and various tests employed to determine whether the data meets the statistical assumptions 
as well as the possible remedies. The methods used in screening, cleaning and preparing 
the data to meet the underlying assumptions of multiple regression are explained in detail 
along with the remedies undertaken. 
6.2 Survey administration 
This section outlines the details and methods in administering the questionnaire. 
Justification for the survey method, a report on the questionnaire development procedures 
and a description of the population and resultant respondents will be explained. 
Survey method 
This study involved a cross-sectional design to collect data. A postal survey was chosen as 
the data collection method. As reported by Rindfleisch and Heide (1997), a mail survey 
has been most popular among previous TCE studies. Furthermore, a mail survey can cover 
a wide geographical area (Sekaran, 2003). Thus, it is appropriate for this research because 
the entire hotel industry in Thailand is the scale of the study. The questionnaire was 
designed for self-completion by hotel managers. The General Manager was asked to 
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complete the questionnaire because it was apparent in study 1 that he/she made most of the 
key outsourcing decisions. The participation was voluntary. 
Questionnaire design 
The development of the questionnaire involved a number of issues. These issues 
comprised an inclusion of an outsourcing definition in the questionnaire, general 
measurement difficulties, and types of activities selected for the study. They are explained 
in turn in this section. The results of the questionnaire pre-test and the revised 
questionnaire content are also presented below. 
1) Outsourcing definition 
To ensure consistency in the interpretation of the outsourcing, a definition of 
outsourcing was provided on the top part of the front page of the questionnaire. This 
was drawn from the literature and the interview results in the first study, it was: 
"contracting out hotel work to external providers". 
2) Measurement 
TCE researchers are faced with measurement difficulties because the 
operationalisation of TCE constructs is hard to define (Rindfleisch and Heide, 1997). 
In preparing the questionnaire for this research, the author noted the measurement 
issues presented in three areas of previous literature including the measurement of 
outsourcing activities, hotel operations and transaction cost theory. The 
operationalisation of the concepts was based on the definitions defined in previous 
chapters and the way they have been measured in previous research. The conclusions 
drawn from the first study also formed the basis of preparation. In addition, since this 
study aimed to measure many variables across a number of hotel operational activities, 
the majority of variables were measured by either a single item or a small number of 
items in order to keep the length of the questionnaire manageable and appealing to the 
respondents. 
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3) Scaling 
A seven point numerical type scale was used to measure the opinion related questions. 
This included the measurement of independent and moderator variables. The choice of 
a seven point scale was driven by two reasons. First, it has been successfully used in 
previous hotel outsourcing studies with an acceptable reliability (Espino-Rodriguez 
and Padron-Robaina, 2005a; 2005b; Lam and Han, 2005; Lamminmaki, 2003). 
Second, a seven or more point scale is more suitable to multivariate analysis than 
smaller ranges (Tabachnick and Fidell, 2007). Other questions asked the respondents 
to indicate the actual figures relating to their hotel operations. 
4) Types of hotel activities 
TCE is the theory that helps match a variety of transactions to different sourcing 
alternatives in the most efficient way. This research studies the characteristics, from 
the TCE perspective, of the selected hotel activities which determine outsourcing 
decisions. The findings of study 1 clearly illustrated diverse characteristics among 
different hotel activities which led to different sourcing decisions. It was therefore 
necessary to include multiple activities, each of which has a mix of levels of variable 
properties and sourcing decisions, to provide variation in the modified TCE 
dimensions. The breadth of transactions is important because it allows examination of 
the potential impacts of various levels of factors on the degree of outsourcing of 
different types of transactions. Therefore, it facilitates a better explanation of the 
questions being investigated (Coles and Hesterly, 1998b). 
To keep the questionnaire a manageable size, six activities including main restaurant, 
laundry (hotel linen), guest laundry, guest transportation, security and housekeeping 
(guestroom) were selected for examination (see Appendix 7 for a copy of questionnaire). 
These activities were chosen for three reasons: 
1) as illustrated in Table 6-1, they offer a high degree of variation both in the level of 
outsourcing as well as in characteristics of the investigated variables, 
2) these services are commonly offered by most hotels, and 
3) outsourcing these activities has become an issue faced by practitioners in the 
industry. 
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The provision of a restaurant has been widely discussed in the outsourcing literature 
(Lodging Hospitality, 2005; Ruggless, 2004; Hallam and Baum, 1996) while laundry, 
guest transportation, and security were frequently discussed in study 1. Guest laundry was 
separated from the general hotel linen laundry because the findings in the first study 
emphasized the different characteristics and outsourcing levels between these two 
services. Although spa and gardening were frequently selected for discussion by the 
interviewees in study 1, they were offered by a limited number of hotels. To minimize 
missing data, they were not included. Hence, the setting of this second study involves an 
examination of different transactions and multiple organizations within one industry. This 
approach has been employed by a number of scholars, notably Coles and Hesterly (1998a) 
in the hospital industry, and Lamminmaki (2007) and Espino-Rodriguez and Padron- 
Robaina (2005a; 2005b) in the hotel industry. 
Table 6-1: Characteristics of selected activities 
bl i V 
Provisional findings from preliminary study 
e ar a 
Restaurant 
Laundry 
(Hotel linen) 
Guest 
laundry 
Guest 
transportation 
Security 
Housekeeping 
(Guestroom) 
Level of outsourcing Low High Low High High Low 
Asset specificity High Low High Low Low High 
Environmental 
uncertainty 
High Low High High Low High 
Behavioural uncertainty High Low High High Low Low 
Frequency Variable Variable Variable Variable Stable Variable 
Supplier availability Low High High High High Low 
Guest contact High Low Low High Low Low 
Capital requirement High High Low High Low Low 
Hotel experience Depending on each property 
Level of profit High Non profit Low High Non profit Non profit 
Source: Based on the first study in Phuket, Thailand. 
Pre-testing questionnaire and assessing validity of measures 
Prior to conducting the survey, four academic staff at the University of Surrey were asked 
to review the questionnaire and it was pre-tested with 11 hotel managers in Phuket. In 
each face-to-face meeting, each member of academic staff and manager were asked to 
review and comment on the questionnaire, particularly on the clarity of wording, 
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questioning, sequencing and layout. Moreover, they were also asked to assess the content 
validity of the questionnaire by reviewing whether the items on the questionnaire 
adequately and precisely measure the concepts. The managers were asked to complete the 
questionnaires and observations regarding the length of time taken and the difficulty in 
completing the questionnaire were made. The pre-test results were used to revise the 
questionnaire accordingly. Changes made to the questionnaire as a result of pre-testing 
were: 
1) Giving instruction and description of the questionnaire at the beginning. 
2) Providing a Thai version of the questionnaire. 
3) Indicating that the outsourcing definition provided at the beginning of 
questionnaire does not include "purchasing" and "hiring part-time or casual 
employees". 
4) Changing the sequencing by making "outsourcing information" Section 2 and 
"factors affecting outsourcing" Section 1. 
5) Changing some of the wording of a number of questions that were found difficult 
to understand by the managers. 
6) The measure of profits was altered from a1-7 numerical scale to include two 
questions: 
a) Whether the activity generates direct profit (Yes/No answer) 
b) If it generates direct profit, the respondent is asked to indicate the level of 
profit in percentage of each activity out of the hotel's total profit. 
The questionnaire was originally composed in English (see Appendix 7-I for 
questionnaire before revision). Following the pre-test results, the questionnaire was 
translated into Thai. The instrument was back translated by another English-Thai 
translator to ensure its reliability. English and Thai language versions of the instrument 
were used to make sure that both Thai and non-Thai respondents understand each question 
accurately. This would enhance the validity of the result and boost the response rate. 
Questionnaire content 
The questionnaire was revised based on the pre-test results and it included 3 sections as 
follows: 
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" Section 1 requested the respondents to indicate their opinion about the factors 
affecting outsourcing decisions 
" Section 2 asked for the level of outsourcing in percentage terms 
" Section 3 enquired about general hotel information. 
Table 6-2 provides a summary of the measurement questions and the variables being 
measured. The details of how each variable were measured will be further explained in the 
following section. Appendices 7-2 and 7-3 display the final questionnaire instrument. 
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Chapter 6 Study 2- Quantitative Study: Research Design 
6.3 Variables and measures 
This section provides details of the measurement items and the scaling of dependent, 
independent, independent/moderators, and control variables. The measurement instrument 
was adopted from three sources including the definitions defined in previous chapters, the 
way they have been measured in past research and the conclusions drawn from the first 
study. 
Dependent variable - Level of outsourcing 
Different methods of outsourcing measurement have been used in previous research. The 
first method views outsourcing as discrete events and uses nominal scales in measurement 
by simply asking respondents to specify whether the activity or production is outsourced 
or performed in-house. This method was adopted by Coles and Hesterly (1998a) and 
Walker and Weber (1987; 1984) in measuring make-or-buy decisions. The former 
research coded contracted services as 0 and in-house as 1, while the latter assigned 0 to 
"make" decisions and 1 to "buy" decisions. 
However, the above technique has a major theory limitation. Based on the literature of 
outsourcing categories and the results of the first study, an activity could be outsourced in 
a wide range from not outsourced at all, partially outsourced, and totally outsourced since 
it may be comprised of sub-activities. Therefore, this measurement method may cause 
problems to the respondents in classifying the activities that are partly outsourced. For this 
reason, outsourcing scholars such as Lamminmaki (2007), Espino-Rodriguez and Padron- 
Robaina (2005a), Gilley and Rasheed (2000), and Poppo and Zenger (1998) view 
outsourcing as a continuous variable rather than a dichotomous one. In terms of scaling, 
this research follows Lamminmaki (2007) and Poppo and Zenger (1998) by asking 
respondents to indicate the percentage of the value of each activity being outsourced as 
perceived by the respondents themselves. Therefore, the level of outsourcing was 
measured by a single item as follows: 
Please indicate the percentage that best represents the level of outsourcing of the following 
activities in your hotel. 
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Independent variables - Asset specificity 
Asset specificity is a multi-dimensional construct. At least seven dimensions of this 
construct have been identified in the literature. Since there are many dimensions of this 
construct and each dimension may comprise a number of elements, measuring all these 
may lead to a lengthy questionnaire. The target respondents of the survey are hotel 
General Managers who have little time available to complete a questionnaire. 
Lamminmaki (2003) argued in her research to limit the questionnaire length to four pages. 
Keeping the questionnaire brief should help increase the response rate (Sekaran, 2003). 
Therefore, there is a need to focus only on key factors from the seven dimensions 
identified by Zaheer and Venkatraman (1994) and Williamson (1991). The number of 
dimensions to be measured depends on the extent to which each dimension is relevant to 
the hotel outsourcing context. This argument is similar to previous TCE research in 
services. Erramilli and Rao (1993) as well as Murray and Kotabe (1999) focused merely 
on human specificity aspects in their research and used a three-item scale in the 
measurement. Furthermore, Coles and Hesterly (1998a) measured four items, with two 
each on physical asset specificity and human asset specificity in their hospital outsourcing 
research. 
Despite human specific assets being the most commonly assessed in all business contexts 
as these investments represent a substantial and important cost of doing business 
(Rindfleisch and Heide, 1997), this factor was not reportedly strong in study l's results 
and Lamminmaki (2005)'s study on hotel outsourcing. Thus, human specificity appeared 
to be an insignificant dimension in the hotel industry. Study 1's results revealed three key 
elements of asset specificity including procedural specificity, temporal, and site 
specificity. The latter was shared by the findings of Lamminmaki (2005). Hence, the 
measurement of asset specificity in this research would be centred on these three 
dimensions. Furthermore, as in Lamminmaki (2007), an additional element of overall asset 
specificity would be incorporated to the measurement to pick up the general notion of 
asset specificity. 
As previously indicated, a7 point numeric scale type questions was utilized to measure the 
dependent variable and the moderators. This study adopted the 7 point scale of 
measurement developed by Lamminmaki (2007) where number 1 represents "not at all" 
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and number 7 refers to "to a large extent". The measure of each dimension was based on 
the definition of the concept discussed earlier. Procedural specificity was measured by the 
degree of work customization of the contractor to meet the hotel's requirement. The extent 
of the effect on the hotel's overall performance if the contractor fails to deliver the service 
on time was used to quantify the temporal dimension. Site specificity was measured by the 
degree of necessity for the contractor to conduct the service on-site. The measurement of 
general asset specificity was based on Lamminmaki (2007) by focusing on the level of 
investment the contractor would lose if the outsourcing contract would be terminated. 
Independent/moderator variables 
The following variables in this group are primarily independent variables and they are also 
hypothesized as moderators. In other words, these variables were conceptualised to 
provide both direct and indirect effects on the dependent variable. Environmental 
uncertainty, behavioural uncertainty, frequency, capital requirements and level of profit 
were represented by multiple-items measures while supplier availability, hotel experience 
and guest contact were measured by a single item. Each variable is explained below. 
1) Environmental uncertainty 
Environment uncertainty was represented by two dimensions: operation requirement 
uncertainty and volume uncertainty. The former was measured by the likelihood of 
short-term unpredictable changes in each activity. The level of predictability of 
amount of work of each activity over the past three years was used as a proxy for the 
latter before the scale was later reversed on SPSS. This question was worded similarly 
to Lamminmaki (2007). Respondents were asked to rate their opinion for these two 
items based on a 7-point numeric scale where I represents "not at all" and 7 denotes 
"to a large extent". 
2) Behavioural uncertainty 
Two items were designed to gauge the behaviour uncertainty construct. One question 
asked to determine the level of difficulty for the hotel to judge the contractor's quality 
of performance and another question asked the level of difficulty in determining 
whether the contractors comply with their established agreements with the hotel. 
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Respondents were asked to rate on a numerical scale of 1 to 7, where 1 represents "not 
at all" and 7 represents "very difficult". 
3) Frequency 
Since all studied activities are recurrent rather than one time, transaction frequency is 
referred to as the size of activity and volume of work (Lamminmaki, 2007; Everaert, et 
al., 2006). In this research, volume of work of each activity in the hotel was 
conceptualised as the product of the size of activity and the extent to which the volume 
of its operation is required or demanded by the hotel throughout the year. Three items 
including number of employees to be employed to perform the job if conducted in- 
house, annual average occupancy level, and number of guestrooms were asked to 
make up the level of frequency of the work. Size of activity was indicated by number 
of employees required for the job. The volume of operation demanded by the hotel 
was measured by multiplying the number of room and annual occupancy. This was 
then multiplied with the number of employees required for the job to indicate the 
frequency level. 
Respondents were asked to indicate the number of employees the hotel would require 
if the job was conducted in-house or would be conducted for each activity. 
Furthermore, respondents were requested to report on the actual number of guestrooms 
in their hotel as well as annual average figures for the occupancy level. 
4) Supplier availability 
One item was used to measure supplier availability by asking the respondent to 
indicate their opinion about the level of availability of qualified suppliers of each 
activity in the market on a seven numeric scale of l to 7. 
5) Guest contact 
The level of guest interaction was used to measure guest contact levels. The word 
"interaction" was used rather than "contact" to emphasize the nature of relations 
between the service provider and the guest in the hotel service delivery rather than the 
employee simply being visible to the guest without actual interactions. The respondent 
was asked to rate their opinion on a7 point numeric scale. 
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6) Capital requirement 
Measuring capital requirement was based on the issues pertaining to the findings of 
study 1. A single item was used to capture the level of capital required to operate the 
activities. Capital refers to long-term non-human assets. Each respondent was asked to 
indicate the level of capital investment of each activity if performed internally to 
indicate the level of capital requirement on a scale of 1 to 7. Examples of buildings 
and equipment were included in the bracket at the end of the question in the survey to 
clarify the meaning of capital. 
7) Hotel experience 
Hotel experience refers to the knowledge and expertise of the hotel management team 
in operating a certain activity. This variable was measured with a single item and it 
was adapted from Walker and Weber (1984). Each respondent was asked to rate the 
level of expertise they would consider themselves having in operating the activity 
from a scale of 1 to 7. 
8) Level of profit 
Level of profit was measured by two items. As the selected activities included both 
direct profit generating and non direct profit generating services (complimentary 
services), the first question asked the respondents to categorise the given activities in 
their hotels into these two groups. This is a categorical scale. It was later changed to a 
dummy variable form to facilitate multiple regression. Those hotels that answered 
"no" were coded 0 and 1 was assigned to represent a "yes" answer. 
Based on the answer of the first question, respondents were then asked to indicate the 
percentage that best represents the level of profit of each activity that generates profit 
in percentage of the hotel's total profit. 
Control variables 
Based on the previous literature and study 1, five variables were determined to have an 
impact on hotel outsourcing behaviour and thus were included as control variables. These 
variables were measured as follows. 
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1) Discretion of General Manager to outsource some of the activities 
A "yes" or "no" categorical measure question was used to ask whether the General 
Manager has discretion to outsource some of the activities in the hotel. It was recorded 
in dummy form where 1 represents those who have discretion to outsource. 
2) Location of the hotel 
It was commented by a manager in study 1 that levels of outsourcing were different 
from one location to another. Hotels located in more developed tourist destinations 
were commented to involve a greater level of outsourcing practice than less developed 
areas. This is consistent with Ono (2007)'s study findings that outsourcing is higher in 
"thicker" local markets. 
Respondents were asked to indicate the location of their hotel by choosing one from 8 
categories. Seven locations including Bangkok, Chiang Mai, Haad Yai, Pattaya, 
Phuket, Krabi and Samui were more popular tourist destinations as they have regularly 
been ranked as Thailand's top seven tourist destinations in terms of number of tourist 
arrivals and revenue generation (Tourism Authority of Thailand, 2006). The eighth 
category was for all other provinces with less tourist arrivals. This scale was later 
collapsed to two groups: major tourist destinations (seven locations) and minor tourist 
destinations (all other locations). It was recorded in a dummy form with 1 representing 
major tourist destinations and 0 representing minor tourist destinations. 
3) Size of the hotel 
Two indicators were used to measure the hotel size: number of guestrooms and 
number of employees in the hotels. Number of guestrooms has been used to indicate 
the hotel size by past research such as Sahadev and Islam (2005) and Chen and Dimou 
(2005). Number of employees has been used to specify the size of the organization in 
other research such as by Harrington and Kendall (2006). 
4) Level of service 
The star rating system was available only in a very limited number of hotels in 
Thailand at the time of the survey. Two other indicators of the service levels widely 
used in the industry were the ratio of the number of employees in the hotel per number 
of rooms and the room rate. The employee/room ratio was created using the number of 
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hotel employees divided by the number of rooms to indicate the level of service. As 
the room rates generally vary based on seasonality and types of rooms, an annual 
average room rate was asked to represent the overall room rate. 
5) Types of management 
It was noted by Lamminmaki (2007) that the management structure might be relevant 
to the hotel outsourcing decisions. Therefore, two questions were included to separate 
unaffiliated hotels from those that were part of an international chain and whether it 
was managed by an international company. A dummy variable was created to facilitate 
multiple regressions. 
Local hotels without management contract were recorded 0. Other properties that were 
either managed under management contract or affiliated with international chain were 
coded 1. Any hotel that was managed under a management contract was regarded as 
an international affiliate because there were no local management contract companies 
in Thailand during the time of data collection. 
6.4 Population 
The population for this study was drawn from a comprehensive list of all accommodations 
in Thailand as identified by the Tourism Authority of Thailand (TAT) as of January 2006. 
This list was judged by the researcher to be the best representation of the population that 
was practically available. The hotels selected for the survey included only the properties 
that potentially had all services under investigation. After consulting a number of experts 
in the industry including local hotel managers, local academics and the Tourism Authority 
of Thailand personnel, it was decided to exclude hotels with either less than 10 rooms or 
less than 500 Baht (US$14.29) room rate because these hotels normally do not offer 
restaurant and/or guest transportation. In total 2,765 hotels across Thailand were identified 
as the total population. 
Sekaran (2003) points out that an expected response rate is generally low for a postal 
survey especially when the target respondents are top executives. Only 10 to 12% response 
rates have generally been reported for surveys sent to CEOs (Coles and Hesterly, 1998b). 
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Therefore, in order to gain a sufficient number of responding hotels, all hotels in the 
population were included in the study. 
Postal survey including a cover letter in Thai and English (see Appendix 6), a 
questionnaire in Thai and English (see Appendices 7-2 and 7- 3) and a postage paid 
envelope to return complete questionnaire was carried out during May - July 2007.82 
mail-outs were returned undelivered. Five hotels contacted back to explain that they were 
unable to participate because the hotels did not provide restaurant and guest transportation 
services. Therefore, the total census consisted of 2,678 hotels. Three weeks after the 
mailing, 25 random follow-up phone calls to hotels that had not responded in various 
locations across the country were made in order to determine why the survey had not been 
completed. The majority of them explained that they were too busy and would complete 
the questionnaire later. 
At the end of the survey period, 391 completed questionnaires were returned providing 
14.60% of the total census of 2,678 hotels. This response rate is similar to other 
outsourcing studies that employed a postal survey such as Everaert et al. (2006) who 
gained a response rate of 11.3% and 17% reported by Gilley and Rasheed (2000). In 
addition, the response rate also compares favourably with response rates of 10 to 12% that 
have generally been reported for surveys sent to CEOs (Coles and Hesterly, 1998b). A 
second mail-out was not carried out because the response of the first mail-out was deemed 
sufficient. 
6.5 Data analysis approach 
This study involved multiple responses (activities) per respondent (hotel manager). The 
sample size consisted of 391 hotels and each hotel was asked to provide answers on the 
same six activities. As this research was primarily concerned with examining the 
relationship between the characteristics of selected hotel operational activities and the 
degree that they were outsourced, the unit of observation was the responses at the activity 
level rather than treating each hotel property as the observation unit. There were several 
alternative methods for the analysis of this type of data. They were evaluated and the most 
suitable one was selected in this section. The alternative methods included: 
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1) Pooling method 
2) Combined data sets method 
a) Combine all cases and run standard multiple regressions 
b) Combine all cases and run multilevel regression analysis 
3) Separate analyses method 
The pooling method is a common approach traditionally used to deal with this type of data 
by combining the values of all activities within one hotel into a single value (mean) to 
represent the answer from the hotel to each particular question (Horton and Fitzmaurice, 
2004). This method would formulate one set of data that consists of 391 hotels. The unit of 
analysis would be the hotel rather than the activity. Since this research took the activity 
level rather than the hotel as the unit of analysis, the pooling method was deemed 
inappropriate. 
Having ruled out the pooling method, two major approaches remained to be considered, 
either to combine or to separate the data sets (de Queiroz et al., 1995). The combined 
method takes the activity as the unit of observation and basically combines all 
observations into one set of data. Therefore, the single data set in this study would include 
2,346 cases to start off the analysis (391 completed questionnaires and each provided 6 
activities). Furthermore, the combined data sets method consists of two possible 
procedures to analyse the data, either to use standard multiple regressions or multilevel 
regression analysis. 
Simply combining all cases and running standard multiple regressions was not suitable for 
this study principally due to the violation of independence of errors assumption. One of 
the assumptions of multiple regression is independence of errors, meaning that the 
observations must be obtained from different entities (Field, 2005). Bickel (2007) argues 
that this method can be used only if there is evidence of no dependence between the 
subjects (activities), otherwise alpha inflation is to be expected (Cohen, et al., 2003). This 
can be tested by calculating Intra-Class Correlation (ICC). Only a small level of ICC can 
severely affect the result of multiple regression as it will falsely pump up the results and 
may lead to Type I error (a false of accepting the hypothesis as a true statement when it, in 
fact, is not) (Cohen, et al., 2003). 
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For this research, six activities were reported from each hotel property. This implies that 
each observation (activity) was not obtained from a single entity (hotel), indicating a 
clustered or multi-level type of data. With this type of data, observations (activities) tend 
to be independent across the sampled hotels but non-independent within the hotels because 
the characteristics of activities within the same hotel tend to be more alike than the 
activities from different hotels due to the influence of each hotel's unique aspects. 
Therefore, ICC was run on SPSS between the level of outsourcing of the six activities and 
it was found the level of . 349 (p < . 001) (the value range 
is between 0-1; 0= no ICC, I= 
extremely high ICC). Hence, due to this serious violation of assumption, combining all 
cases and running standard multiple regressions was not a viable option. A limited number 
of previous research into outsourcing such as that undertaken by Coles and Harsterley 
(1998a, b) has adopted this method although they did not mention the possibility of 
violation of this assumption. It is highly possible that the results of their research could be 
artificially higher than the reality, could suffer from type I errors and hence be invalid. 
Since the ICC problem existed, there were two further alternatives to consider. The first 
alternative was multilevel regression analysis which was the second method of the 
combined analyses approach (Bickel, 2007; Tabachnick and Fidell, 2007) and the second 
alternative was separate analyses (Horton and Fitzmaurice, 2004; de Queiroz et al., 1995). 
Multilevel regression analysis is designed to deal with the problem of the dependence of 
errors and the data with the presence of ICC. It permits the analysis of the aggregated data 
on two levels: factors (characteristics) of the activity level and factors of the hotel level 
that affect the outsourcing decision (Tabachnick and Fidell, 2007). 
Although the multilevel regression procedure seems appropriate for the purpose of this 
study however there are problems that make this method unsuitable. Firstly, it does not 
allow pairwise analysis on SPSS. This means the analysis takes only the activity that has 
no blank cell (fully completed). This study involved the level of profit variable that was a 
skipped value variable. As a result, some activities including hotel linen laundry, security 
and cleaning and servicing guestroom were excluded from this variable. Furthermore, 
some other cases of restaurant, guest laundry and guest transportation were reported as not 
making a direct profit to the hotel. Hence, if this method was adopted, listwise analysis 
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would exclude approximately 60% of the data. Therefore, the overall result would not be 
generalisable to all activities being studied. 
Another problem of combining the data sets is the likelihood of giving misleading results 
if there is heterogeneity among data sets (de Queiroz et al., 1995). This is strongly the case 
for this study as it has been designed for variation in variable properties and sourcing 
decisions among the six chosen activities to investigate (see Table 6- 1). Furthermore, 
combining data sets might result in putting together a bad data set and a good data set 
which leads to giving a less accurate explanation than using the good data set by 
themselves. Even though combined analyses give the total evidence to the study, the 
overall result can barely be applied to each activity if their properties are very different. 
On the other hand, the separate analyses method relies on the existence of different classes 
of evidence and takes into account heterogeneity among the data sets. De Queiroz et al. 
(1995) describe it as a means of exploring the differences to detect the areas of agreement 
and disagreement among the data sets. The separate analyses method using multiple 
regressions in each data set is also appropriate considering the presence of ICC. 
Furthermore, the pairwise analysis is available in standard and hierarchical multiple 
regressions on SPSS and thus allows it to retain the main parts of the data. 
It seems clear that the argument so far is in favour of the separate analyses method and 
hence it was chosen for analysing the data in this study. This method has been employed 
by previous outsourcing studies using TCE such as Lamminmaki (2007) and Patry et al. 
(1999). Nevertheless, this technique comes with a shortcoming for this study and this 
needs to be addressed. After dealing with missing values, there were just over 300 cases 
per data set to analyse with some variables (i. e. level of profit) having just over 100 case 
observations in some data sets. However, this study involved a large number of predictor 
variables. There was a likelihood of violating the assumption of the predictor variable to 
dependent variable ratio of multiple regression. To solve this problem, the method used by 
Lamminmaki (2007) would be adopted by removing the predictor variables that fail to 
demonstrate correlation with the dependent variable from the regression equation. 
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6.6 Data screening and cleaning 
Data screening and cleaning are an essential part of the multivariate statistics like multiple 
regression, the main statistics used in this study. By screening and cleaning the data, Hair 
et al. (2006) argue that the researcher can gain a basic understanding of the data and 
relationships between variables. Furthermore, the researcher can ensure that the data meet 
all of the requirements of multiple regression. This section explains the procedures 
undertaken to screen, clean and prepare the data. The procedures adopted are 
fundamentally recommended by Tabachnick and Fidell (2007) and Hair et al. (2006). 
Checking for errors 
Due to possibility of data entry errors, descriptive statistics such as maximum and 
minimum were run to screen for errors in the data set prior to data analysis. A number of 
scores were found to be out of possible ranges and thus were checked against the original 
completed questionnaires. Consequently, corrections to these scores were made based on 
the hard copies of the questionnaire. 
Treatment of missing data 
Missing data can cause a reduction of sample size available for analysis if remedies for 
missing data are not applied. In addition, data with nonrandom missing values may 
provide biased statistical results (Hair et al., 2006). Tabachnick and Fidell (2007) argue 
that the patterns of missing data are more important than the amount of missing data. 
Missing value at random pose less serious problems. Procedures suggested by Tabachnick 
and Fidell (2007) and Hair et al. (2006) were employed. These include examining the type 
and pattern of missing data. Remedies such as deleting cases and variables, and estimating 
missing data were also considered. 
Missing value treatment was applied to all activities across the whole dataset 
simultaneously for a practical reason. The missing data in this study were identified as 
non-ignorable because they were not part of the research design and the causes of them 
were unknown. Therefore, remedies were required. The treatment of missing data 
involved a number of steps. Firstly, 220 cases were deleted because they had excessive 
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missing values. Furthermore, as suggested by Hair et at. (2006), 105 cases with missing 
value on the dependent variable were also excluded to avoid any artificial increase in 
relationships with independent variables. In addition, 25 hotels with a total of 140 cases 
which did not meet the population criteria were also discarded. These included the cases 
completed by non-managerial personnel, those which belonged to hotels with less than 10 
rooms or hotels that explicitly indicated that they did not have any of the six activities 
under study. As a result, 1,881 cases remained for further analysis. 
The majority of variables had minimal missing data with the exception of the profit 
questions and some other control variable questions such as annual average room rate and 
respondent job position. Tabachnick and Fidell (2007) explain that variables with missing 
value of 5% or less can be remedied in any procedure and it yields similar results. 
Therefore, all continuous variables except number of employees in hotel were replaced 
with a mean as illustrated in Table 6-3. The hot deck method where the missing values 
are substituted by the values of other observations in the sample that are deemed similar 
(Hair et al, 2006) was employed to treat number of employees both at the activity level and 
at the hotel level. Similar sources were identified based on the number of hotel rooms, 
annual occupancy, annual average room rate and location. However, the missing value of 
4.4% of number of employees at activity level could not be treated because identifying 
similar sources was not possible for these cases. 
Only two questions on profit variable showed alarming rates of missing value (9.90% and 
12.30%). Tabachnick and Fidell (2007) argue that the pattern of missing data is more 
important than the amount and suggest performing a test of mean differences between 
missing value and non-missing value groups of the concerned variable. The results of Chi- 
Square and t-test on selected variables including annual average room rate, whether the 
hotel is under management contract, types of chain and levels of outsourcing between the 
two groups of level of profit variables showed no significant differences. This means the 
data of the profit questions was missing at random and hence decisions about how to 
handle missing data became less critical. 
Although the profit questions appeared to be a candidate for deletion due to their relatively 
high levels of missing value, profit level is an important variable for this study. 
Furthermore, its missing data patterns were at random. Therefore, this variable was kept 
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for further analysis. A combination of cold deck and mode substitution within same 
groups were used for whether the activity generates a direct profit question. Cold deck is 
described by Hair et al. (2006) as the method where the missing data are replaced by a 
value from an external source. For this question, prior knowledge about the hotel industry 
in Thailand was utilized. Complimentary services including laundry (hotel linen), security 
and housekeeping (guestroom) are non revenue generating activities and thus no direct 
profits are generated. Missing values within these groups were therefore replaced by 0 (no 
profit). Potential revenue generating activities including main restaurant, laundry (guest 
clothes) and guest transportation were treated differently. The majority of restaurants in 
the sample (93.67%) generated direct profit to the hotel. This finding is supported by the 
results of study 1 because many respondents indicated that their restaurants normally 
contributed a high profit level to the hotel. Based on these data available, mode (1 = 
generate direct profit) was chosen to replace the missing value for this categorical variable 
as recommended by Acuna and Rodriguez (2004). However, no treatments were 
undertaken for laundry (guest clothes) and guest transportation. Replacing missing data 
with mode for these activities were not possible because the results reported equal 
frequency levels between those hotels answering "yes" and those answering "no" to this 
question. Hence, 6.5% missing value of profit category variable was untreated. 
The hot deck method where missing value is replaced by a value from a similar source 
(Hair et al., 2006) was used to treat the missing value of the level of profit question. 
Similar sources were identified based on number of employees in activity, number of hotel 
rooms, annual occupancy, annual average room rate and location. A similar number of 
missing values untreated from profit category variable also remained unchanged in this 
question. 
Furthermore, missing values of the rest of the control variables were not treated because 
many of them were categorical variables and they did not affect the tests of hypotheses. 
These variables include the discretion of General Manager to outsource, average annual 
room rate and respondent job position. 
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Data must be metric 
All variables in this study were metric except one of profit questions, "whether the activity 
generates direct profit" on independent variable and most of control variables that applied 
categorical measures. However, based on the suggestion by Hair et al. (2006) that it is 
possible to include nonmetric data into regression given that it is coded as a dummy 
variable, these questions were therefore recoded in dummy variable form. 
Absence of outliers 
Outliers are extreme cases that can affect the precision of multiple regression results 
(Tabachnick and Fidell, 2007). Univariate outliers were detected mainly by inspecting Box 
plot of individual questions in each dataset. As a result, several outliers were found in a 
number of variables. Tabachnick and Fidell (2007) recommend a variety of methods in 
dealing with outliers including deletion, rescoring and variable transformation. Following 
normality tests (see Table 6-4 and this will be discussed next), it was decided that a 
number of variables needed transformation to achieve normality and also to reduce the 
impact of outliers. Consequently, these outliers disappeared. 
Normality of data 
Normality is a fundamental assumption in multivariate analysis. It refers to the shape of 
the distribution for an individual metric variable. If the variation from normal distribution 
is large, the statistic test results become invalid (Hair et al, 2006). Normality of variables 
can be assessed both statistically and graphically for skewness and kurtosis. Skewness 
relates to the symmetry of the distribution and kurtosis describes the peakedness of 
distribution. When a distribution is normal, the values of both skewness and kurtosis 
approach zero (Tabachnick and Fidell, 2007). Hair et al. (2006) explain that the severity of 
nonnormal distribution of variables declines when the sample size is large. Nonetheless, 
despite the size of the sample, all variables to be tested in multiple regression in this study 
were screened for normality based on the shape of distribution and the values of skewness 
and kurtosis. Due to a large sample size of this study, Tabachnick and Fidell (2007) 
suggest that the alpha level which illustrates the significance of skewness and kurtosis 
should be ignored. Furthermore, the effects of nonnormal kurtosis disappear with the 
sample size greater than 200. Therefore, as the sample is much larger than 200 in this 
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study, transformation procedures as recommended by Tabachnick and Fidell (2007) were 
carried out with variables that demonstrated high levels of nonnormal skewness. 
Individual questions/variables in each dataset were screened for normality. A number of 
variables demonstrated substantial positive or negative skewness. These variables were 
transformed with the procedures outlined in Table 6-4. A value of one was added to the 
formula when transforming level of outsourcing since this variable includeed zero in the 
data. Variables that were reflected were noted to be interpreted in an opposite direction. 
As a result of the transformations, both skewness and kurtosis were improved substantially 
for all non-normal variables. 
Linearity and homoscedasticity of residuals 
Tabachnick and Fidell (2007) explain linearity as a straight line relationship between two 
variables. They argue that this assumption is important because Pearson's r only captures 
the linear relationships among variables. The assumption of homoscedasticity, on the other 
hand, refers to the situation where the variability in scores for one metric variable is 
generally the same at all values of another metric variable. Linearity and homoscedasticity 
of residuals can be inspected by bivariate scatterplots between pairs of variables. These 
assumptions are closely related with normality and they generally arise as a result of 
normality assumption not being met (Tabachnick and Fidell, 2007). 
These two assumptions strongly depend on the degree of normality of the data 
(Tabachnick and Fidell, 2007). The authors mention that both linearity and 
homoscedasticity assumptions are not met generally due to non-normality of the data. 
Given that many variables in this study have been transformed and all variables were 
reasonably normally distributed, nonlinearity and hecteroscedasticity should be of no 
concern. 
Other data preparation 
Two more methods were employed in data preparation. These included recoding and 
reversing scale and they are explained below. 
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1) Recoding 
In order to permit the analysis of location to be more manageable and meaningful, the 
locations of hotels scaling was collapsed from 8 categories to 2 categories as follows: 
" Category 1 consists of key tourist destinations including Bangkok, Chiang Mai, 
Haad Yai, Pattaya, Phuket, Krabi and Samui (Coded 1) 
" Category 2 includes all other provinces (Coded 0) 
The question whether the hotel is affiliated with a chain was recoded to indicate 2 types of 
properties including 
" Type 1 refers to hotels with international chain affiliate (Coded 1) 
" Type 2 includes independent local hotels (Coded 0) 
2) Reversing scale 
The scale of volume unpredictability was reversed since the question originally asked for 
level of predictability of the work volume. 
The methods of missing value treatment are summarised in Table 6-3 and the normality 
tests and transformation procedures are displayed in Table 6-4. 
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Chapter 6 Study 2- Quantitative Study: Research Design 
6.7 Assessment of non-response bias 
Non-response bias can occur when respondents differ substantially from those who do not 
respond (Armstrong and Overton, 1977) and thus the results can only be representative of 
a part of the population under research. Therefore, generalizations cannot be made about 
the whole population (Lynn, 1996). Two tests were used to detect a potential response bias 
in the hotels that completed the survey. First, the data was compared to the population on 
the geographic locations represented in the responding hotels by running t-test. 
Geographic location was used because it was the only information available in the 
population. Another test for non-response bias was a procedure suggested by Armstrong 
and Overton (1977). Early respondents were compared to late respondents on a number of 
variables. The respondents were divided into two equal groups and Chi-Square tests were 
run on the discrete variables, while t-test was conducted on continuous variables. The 
results are reported below. 
Firstly, the sample data was compared to the population on the geographic locations 
represented in the responding hotels and no major differences were reported in Table 6- 
5. A t-test was run and it confirmed that the sample and population did not differ by 
geographic location (p = . 140). 
Secondly, early respondents were compared to later respondents on a number of variables. 
The respondents were divided into two equal groups. Chi-Square tests were run on the 
GM's discretion to outsource (p = . 190) and hotel location (p = . 780), while t-test was 
conducted on number of guestrooms (p = . 522). The results showed no significant 
differences between early and later respondents in these variables. Therefore, no non- 
response bias was found in this study. 
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Table 6-5: Comparison between sampling and population 
Location of hotel Census Percent Responding hotels Percent Difference 
Bangkok 268 10.01 42 10.74 0.73 
Chiang Mai 186 6.95 35 8.95 2.00 
Hat Yai 80 2.99 10 2.56 - 0.43 
Pattaya 158 5.90 19 4.86 - 1.04 
Phuket 191 7.13 30 7.67 0.54 
Krabi 91 3.40 14 3.58 0.18 
Samui 105 3.92 11 2.81 - 1.11 
Others 1,599 59.71 221 56.52 -3.19 
Unidentified 9 2.3 
Total 2,678 391 100 
Remarks: Negative values indicate response percentage lower than population percentage 
6.8 Assessment of reliability of scales and summated scores for multi-item variables 
Sekaran (2003, p. 203) defines reliability of a measure as "an indication of the stability 
and consistency with which the instrument measures the concept and helps to assess the 
goodness of a measure". Therefore, the purpose of assessing the reliability is to ensure 
consistency of the measurement across time without bias. The questionnaire used in study 
2 consisted primarily of single item measures and a few concepts were measured by a very 
small number of items (2 -4 items). These multi-item measures were assessed for their 
inter-item consistency reliability. Internal consistency is the indication of whether items 
used to measure a concept hang together as a set and can independently measure the same 
concept. Cronbach's coefficient alpha is a technique most commonly used to assess the 
quality of the measure (Churchill 1979). It measures how well the items in a set positively 
correlate to each other and it looks at the inter-correlations among the items measuring a 
particular construct. Sekaran (2003) suggests that alpha coefficient closer to 1 would 
indicate higher internal consistent reliability of the measure. Therefore, Cronbach's 
coefficient alpha was used to measure internal consistency of measure in this research. 
Items that produced significant drop in the item-to-total correlations were either removed 
(Churchill, 1979) or treated as separate concept. The scores of items in the same concept 
that exhibited Cronbach's alpha of .7 or higher were summated to form one variable 
(Pallant, 2006). Five multi-item constructs were assessed to determine the reliability of 
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scale. The scores of the items measuring the same construct were summated only if they 
demonstrated sufficient internal consistency level. 
Asset specificity 
The correlation level and the Cronbach's alpha of the four items of asset specificity were 
low and thus they were treated as four separate variables. These variables were later tested 
in multiple regression and they were labelled as "procedural specificity", "temporal 
specificity", "site specificity" and "general asset specificity". Separating asset specificity 
variables was also the case for Lamminmaki (2007) who needed to treat temporal 
specificity as a distinct variable. Likewise, Coles and Hesterly (1998b) also perceived that 
asset specificity consisted of different unique dimensions and thus used physical asset and 
human asset as two separate constructs for their hospital outsourcing research. 
Environmental uncertainty 
Environmental uncertainty was represented by two dimensions: operation requirement 
uncertainty and volume uncertainty. However, these two items demonstrated low levels of 
both inter-item correlation and Cronbach's alpha. Therefore, they were treated as two 
separate variables namely "operation requirement uncertainty" and "volume uncertainty". 
Behavioural uncertainty 
Two questions including "level of difficulty for the hotel to judge the contractor's quality 
of performance" and "level of difficulty in determining whether the contractors comply 
with their established agreements with the hotel" were asked to measure this construct. 
The reliability of scale of the two indicators was acceptable in all activities (Cronbach 
alpha between . 
693 - . 
759) and hence the two items were combined to represent one 
construct. 
Size of hotel 
Two questions were used to measure the hotel size: number of guestrooms (log) and 
number of employees in the hotels (log). These two items showed a high level of 
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reliability of all activities (Cronbach alpha between . 
847 - . 
869). As they were 
transformed using the same method, they were simply combined to form one construct. 
Level of service 
Two indicators including the ratio of number of employees in hotels per the number of 
rooms (log) and the room rate (log) were used to measure the level of hotel service. They 
illustrated a satisfied reliability of scale in all activities (Cronbach alpha between . 754 - 
. 766). 
Since all items have been transformed by logarithm, these two items were simply 
combined to form one measure. 
6.9 Data analysis procedures 
This section describes the procedures for data analysis that will be followed in the next 
chapter. The data analysis will involve six stages as detailed below. 
Stage 1 Descriptive statistics 
Descriptive statistics of each activity will be prepared for all measured variables. The 
purpose of this stage is to give a general sense of the data. 
Stage 2 Initial multiple regression and creating moderating effects 
Given that asset specificity variables could not be grouped into one variable, initial 
standard multiple regression between asset specificity variables and level of outsourcing 
will be run. All asset specificity variables will be entered into regression simultaneously. 
Only the most significant asset specificity variable that is correctly predicted by TCE (i. e. 
negative effect) will be used as the main variable to create interaction effects with the 
moderators. The objective of this step is to avoid having too many moderating effects. 
However, no moderating effects will be produced if none of the asset specificity variables 
demonstrates either insignificant effect or incorrect sign (i. e. positive effect). 
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Stage 3 Centring continuous variables 
The model to be tested includes a large number of interaction terms involving one variable 
and thus it can lead to serious multicollinearity problems (Erramilli and Rao, 1993). 
Following procedures recommended by Cohen et al. (2003) and Aiken and West (1991), 
all continuous variables that involve interaction effects will be centred by subtracting the 
corresponding variable mean from each value. The authors explain that the procedure does 
not affect substantive interpretation of the coefficients. 
Stage 4 Correlation analysis 
The correlation matrix of variables will be reported. This procedure has two objectives. 
First, it is aimed to provide an initial understanding of the nature of relationships among 
the variables and to what extent they conform to the conceptual framework. The 
significant levels, direction and strengths of relationship will be noted. Correlation matrix 
will also be used to initially screen for multicollinearity and singularity. The second 
objective is to remove those variables that fail to demonstrate significant correlation with 
the dependent variable from the regression equation. This procedure has been used by 
Lamminmaki (2007). The rationale for this method is to reduce the number of predictor 
variables as too many variables will be likely to cause problems to multiple regression due 
to possible redundancy. This is strongly the case for this study as there can be up to 25 or 
27 predictor variables in each data set. Tabachnick and Fidell (2007) argue that regression 
will give best result when each predictor variable is strongly correlated to the dependent 
variable but uncorrelated to other predictor variables. They suggest including as few 
predictor variables as possible where each variable predicts a substantial result. 
Furthermore, this method allows the assumption regarding the predictor variable to 
dependent variable ratio of the multiple regression to be met in a number of activities in 
this study. 
Stage 5 Hierarchical multiple regression - Testing hypotheses of each activity 
This research aims to assess how well the predictor variables explain the level of 
outsourcing and evaluate which of the variables in the set are the better predictors. 
Hierarchical multiple regression is deemed the appropriate statistics tool to fulfill this 
objective. In order to examine the effects of all groups of predictor variables (HI and 
170 
Chapter 6 Study 2- Quantitative Study: Research Design 
H2a - H9b) on the level of outsourcing as dependent variable, hierarchical multiple 
regression analysis will be conducted. Three sets of predictor variables including control 
variables, independent variables and moderating terms were identified in the previous 
chapters. Hierarchical multiple regression is selected because it allows the researcher to 
enter blocks of predictor variables in a predetermined order based on the logical and 
theoretical considerations (Tabachnick and Fidell, 2007). With hierarchical regression, 
sets of variables are assessed in terms of what they add to the prediction of the dependent 
variable, after the previous set has been controlled for. At the completion of the regression, 
individual variables can be assessed and compared in terms of their unique contribution to 
the explanatory power of the model. Standard multiple regression and hierarchical 
multiple regression will be run in SPSS programme version 14 to test the propose d 
hypotheses. 
The procedures for hierarchical regression will be adopted from past research that 
involved similar forms of variables to this study (such as Noone, 2008; Miranda and Kim, 
2006). Control variables are to be entered first, followed by independent variables (IVs) 
and moderating terms will be entered in the final step of the hierarchical regression. The 
orders of entry are also consistent to the recommendations of Pallant (2006). 
The way of interpreting the result of both standard and hierarchical regression is made 
similarly except that some additional analysis is required for hierarchical regression 
(Pallant, 2006). To assess the contribution of each group of variables, R2 change will be 
assessed. The results of multiple regression are analysed firstly by checking whether the 
assumptions of multiple regression are met, then the model and finally each of the 
predictor variables will be examined. 
1) Assessment of assumptions 
Assumptions of multiple regression are checked both prior to and during the conduct 
of multiple regression. These assumptions include the ratio of number of observations 
to independent variables (IVs), multicollinearity, normality, linearity and 
homoscedasticity of residuals, outliers, and independence of errors. Suppressor effects 
will also be observed. Some of these assumptions are examined prior to running the 
regression for univariate and they are inspected again for multivariate during the 
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regression. The procedures for examining the assumptions are adopted from the 
suggestions by Tabachnick and Fidell (2007), Pallant (2006) and Hair et al. (2006). 
a) Ratio of cases to IVs 
For the results to be generalisable, Hair et al. (2006) propose a minimum ratio of 
observations to IVs of 5: 1 but the preferred ration is 15: 1 or 20: 1. If number of 
cases is different across the variables, the figure of observations to be calculated 
will be the one representing the variable with the least amount of cases. 
b) Multicollinearity 
Multicollinearity is a problem when variables are highly correlated and singularity 
is present because a variable is a combination of two or more variables 
(Tabachnick and Fidell, 2007). It is to be examined by inspecting three sources of 
output of the hierarchical regression including correlation, tolerance value, and 
Variance Inflation Factor (VIF) value. The correlation between predictor variables 
is to be inspected prior to running the regression and it will become a concern if a 
pair of predictor variables correlates higher than .7 (Tabachnick and Fidell, 2007). 
If this is the case, the variable having insignificant correlation with dependent 
variable or lower correlation if both are significant will be removed. However, if a 
pair that strongly correlates to each other consists of an independent variable and a 
control variable, the former will be retained for the hypothesis testing purpose. 
In addition, tolerance value of lower than .1 and VIF values above 10 would 
indicate some multicollinearity problem. These figures, if found, would indicate 
that the variables are too similar and almost represent the same construct. To solve 
the multicollinearity problem, one of the predictor variables having 
multicollinearity that exhibits less correlation to the dependent variable would be 
removed and the regression would be rerun. 
c) Normality 
Normal Probability Plot of the regression standardised residuals will be examined 
for normality of dependent variable. Normality data would illustrate the points that 
lie reasonably along the diagonal line from bottom left to top right. 
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d) Linearity and homoscedasticity of residuals 
Linearity and homoscedasticity of residuals can be checked by Scatterplot of the 
standardised residuals. The residuals being more or less distributed in rectangular 
shape with the scores concencrated along the 0 point would indicate no violation 
to the assumption of the combined effects of all variables. 
e) Outliers 
Scatterplot and Mahalanobis D2 will be inspected for outliers. Any standardised 
residual displayed in Scatterplot of more than 3.3 or less than -3.3 would be 
considered outliers (Tabachnick and Fidell, 2007). Where serious violations to the 
assumptions are discovered, necessary remedies such as case deletion and data 
transformation will be considered. Violations to these assumptions can normally 
be corrected by data transformation. 
f) Independence of errors 
This means errors of prediction should be uncorrelated. This assumption can be 
tested with Durbin-Watson test. Field (2006) suggests that values less than 1 and 
greater than 3 are causes for concern. A value of 2 means that the residuals are 
uncorrelated. 
g) Suppression effect 
In addition to the above assumptions that need to be inspected, suppression effect 
is another problem to be observed. Suppressor variables are those predictor 
variables which are totally uncorrelated with the dependent variable but still 
improve the prediction of the model (R2) because they correlate with other 
predictor variables not the dependent variables (Horst, 1941 cited in Shieh, 2006). 
Furthermore, they also enhance the effects (beta) of other predictor variables. This 
occurs generally as a result of multicollinearity and redundancy of variables 
(Tabachnick and Fidell, 2007). Although this research investigates a large number 
of both independent variables and moderating effects, only predictor variables 
statistically significantly correlated to the dependent variable will be included. 
Therefore, suppression problems should be of less concern. 
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Nevertheless, as recommended by Tabachnick and Fidell (2007), variables 
identified as suppressors will be removed from the equation and the regression will 
be re-run. If independent variables are found to demonstrate suppressor effects and 
subsequently excluded from the regression, their moderating variables will also be 
removed from the equation. This is a general rule for hierarchical regression 
equation that includes moderating terms (Frazier et al., 2004). 
2) Evaluating the model 
The following interpretation of the hierarchical regression results are based on 
Tabachnick and Fidell (2007), Pallant (2006) and Hair et al. (2006). R2 is the level of 
variance in the dependent variable jointly explained by the predictor variables. Thus, 
this value is assessed for the predictive power of all predictor variables taken together 
in explaining the level of outsourcing. The statistical significance of the model is 
assessed by F-test in the ANOVA output of the regression at p value < . 05. However, 
it is possible that R2 will become artificially high when the regression consists of 
either a large number of independents or a small sample size. Adjusted R2 (R2 ) 
provides adjustment to R2 and it will be reported along with R2. 
In relation to hierarchical regression, R2 change is used to evaluate the level of 
contribution each set of variables makes to the model when the previous sets of 
variables have been controlled for. It refers to the amount R2 decreases or increases 
when a block of variables is added to model. The statistically significant value of R2 
change is indicated by F change test at p value < . 05. 
Furthermore, R2, adjusted R2 and R2 change can be read either by decimal point or 
percentage. For example, the value of R2 is . 
211. This can be expressed in percentage 
by multiplying it with 100 as 21.1%, meaning that the model explains 21.1% of the 
variance in the dependent variable. 
3) Evaluating each of predictor variables 
a) Direct relationships 
To compare the relative strength of various predictors of direct relationships 
within the model, standardised coefficient (beta) will be assessed. With beta, the 
values of each predictor have been converted to the same scale (z score) to allow 
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comparison. The significance level of T-test (p value < . 
05) will indicate the 
statistical significance of each beta. The results of beta are summarised at the 
completion of the hierarchical regression with all variables entered into the 
equation (Pallant, 2006). 
b) Moderating effects 
This study consists of many moderating effects. The main relationship has been 
proposed as negative. The interaction effects will be interpreted only if the 
proposed main relationship is statistically significant. The main relationship should 
not be further moderated if it is not confirmed in the first place. Furthermore, 
where beta sign of interaction term is negative and statistically significant, this 
indicates that the proposed negative main relationship is strengthened and vice 
versa (Lynch, 2003). 
c) Dummy variables 
The element of dummy variable not reported in the regression table is used as 
reference in comparison to the reported element (Field, 2006). For example, local 
hotels are coded 0 and international hotels are coded 1. Local hotels are not 
reported in the regression table and thus are served as the reference for 
international hotels. The beta of internationals is therefore interpreted in 
comparison to local hotels. 
Stage 6 Summary of the findings of all activities 
Conducting separate analyses for each source of data yields multiple sets of results of the 
different data sources. Hence, the objective of this stage is to provide an overview of the 
results across different activities and attempt to summarize them into a single set of result. 
Differences and similarities of the findings from the data set in each activity will also be 
concluded. 
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6.10 Conclusion 
This chapter has explained the development and operationalisation of the research design 
of study 2, the quantitative phase. Procedures in developing the questionnaire have been 
detailed and the administration methods have been explained. After that, the procedures 
for preparing the data as well as the quantitative methods that will be used to test the 
underlying assumptions and the hypotheses were set out. The data analysis procedures 
developed in this chapter will guide how the findings will be reported in the following 
chapter. 
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Chapter 7 Study 2- 
Testing Quantitatively the Modified Framework: 
The Findings 
7.1 Introduction 
This chapter provides analysis of the data of the quantitative study. The central theme 
involves the statistical testing of the hypotheses using the six separate data sets. The data 
was analyzed by adhering to the proposed stages of data analysis, the procedures of which 
were outlined in the previous chapter. 
7.2 Findings 
This section reports the statistical test results of the second study. Descriptive statistics and 
correlation matrix of each data set are provided to illustrate the general view of the 
findings. A series of multiple regressions were employed to test all hypothesized 
relationships of each activity and the findings are presented. The results of the separate 
analyses are then compared and summarised to offer an overview of the findings. 
Stage 1 Descriptive statistics 
The demographic profile of the respondents and general level of outsourcing within each 
activity are firstly described to provide an overview of the data. Furthermore, as many of 
the variables have been transformed to achieve normality, descriptive statistics such as 
means, standard deviation, maximum and minimum of the adjusted variables have become 
much less meaningful. Therefore, the descriptive statistics of dependent and independent 
variables of the raw data are provided to assist in result interpretation as well as to make 
general sense of the data. 
Table 7-1 reports the characteristics of the respondents and the hotel properties. In terms 
of job position of the respondents, 57.3% of the respondents were General Managers, 
178 
Chapter 7 Study 2- Quantitative Study: Findings 
followed by Resident Mangers/Assistant General Managers (15%), Owners (12.4%), and 
Department Heads (11.5%). This result was good since the majority of respondents were 
senior managers or owners as required for this study because they are likely to be highly 
knowledgeable about their hotel outsourcing decisions. Cases from the questionnaires 
completed by Assistant Head of Department and Operational Staff were not included in 
the analysis. Furthermore, 69.3% of the total responding hotels indicated that their General 
Managers had discretion to make outsourcing decisions. As for the hotel types, the 
majority of the hotels were local hotels and only 10.2% were hotels with international 
chain affiliation. Almost 59% of the responding hotels were small with less than 100 
rooms, while 27.2% of them had between 100 - 199 rooms and 14.1 % supplied more than 
200 rooms each. In respect to the annual average room rate, almost half of the hotels in the 
sample reported that they charged less than 1,000 Baht (US$28.58) per room per night, 
while nearly 30% of them belonged to the 1,000 - 1,999 Baht (US$28.58 - 57.12) group 
and 21.6% charged 2,000 Baht (US$57.15) or more. Overall, approximately 42% of the 
responding hotels were situated in the top seven tourist destinations with 42 hotels located 
in Bangkok, 35 hotels in Chiang Mai and 30 hotels in Phuket. Hotels from the rest of the 
country comprised about 58% of the sample. 
In terms of activities under study, the six studied activities were virtually equally 
distributed with the samples ranging from 305 cases to 322 cases. As reported in Table 7- 
2, the level of outsourcing was divided into six different groups and the majority of cases 
in all activities were skewed toward the 0% of outsourcing level category. On average, the 
level of outsourcing across all types of activities was 21.40%. Security was reportedly 
outsourced more than any other group with an average outsourcing level of 31.93%. This 
was slightly greater than guest transportation (28.97%) and hotel linen laundry (24.04%). 
In addition, hotels outsourced around 22% of their guest laundry. The average outsourcing 
levels of housekeeping for guestrooms and restaurants, on the other hand, were much 
lower than the other four categories, reported at only 9.61% and 11.39% respectively. 
However, the standard deviation figures were high in all activities indicating that the level 
of outsourcing was widely diverse among the responding hotels. 
In addition, since a number of variables were transformed to achieve normality, providing 
descriptive statistics of these variables would not be meaningful. Descriptive statistics of 
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the each activity are therefore provided in Table 7-3 to Table 7-8. These figures are 
based on the raw data collected, after the missing values were treated. 
Table 7-1: Respondent and hotel's characteristic profile (Based on 391 hotels) 
Variable Frequency Percent 
Job position of respondents 
Owner 43 12.4 
General Manager 199 57.3 
Resident Manager/Assistant General Manager 52 15.0 
Department Head 40 11.5 
Assistant Department Head 4 1.2 
Operation staff 9 2.6 
General Manager's discretion to outsource 
Yes 260 69.3 
No 115 30.7 
Types of hotels 
Hotel with international chain affiliate 39 10.2 
Local hotel 344 89.8 
No of rooms 
Less than 100 225 58.7 
100 - 199 104 27.2 
200 or more 54 14.1 
Annual average room rate (per night) 
Less than 1,000 Baht (US$28.58) 160 48.6 
1,000 - 1,999 Baht (US$28.58 - 57.12) 98 29.8 
2,000 Baht or more (US$57.15) 71 21.6 
Location of hotel 
Bangkok 42 11.0 
Chiang Mai 35 9.2 
Hat Yai 10 2.6 
Pattaya 19 5.0 
Phuket 30 7.9 
Krabi 14 3.7 
Samui 11 2.9 
Others 221 57.9 
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Table 7-2: Level of outsourcing in each activity 
Level of outsourcing 
Std. 
Activity 
0% 
1- 
25% 
26- 
50% 
51 - 
75% 
76 - 
99% 
100% 
N Mean 
Dev. 
Restaurant 208 47 36 3 2 10 306 11.39 23.26 
Hotel linen laundry 165 59 43 5 16 40 328 24.04 36.45 
Guest laundry 166 62 23 5 7 42 305 22.33 36.17 
Guest transportation 138 66 38 6 11 53 312 28.97 38.51 
Security 136 65 36 5 15 64 321 31.93 40.44 
Cleaning and servicing 
231 46 34 1 4 6 322 9.61 20.97 
guestroom 
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Table 7-3: Descriptive statistics of raw data (Restaurant) 
i V bl N 
Theoretical Actual Std. ar a e Min Max Min Max Mean Dev. 
Dependent variable 
Level of outsourcing 306 0 100 0 100 11.39 23.26 
Independent variable 
Asset specificity 
Procedural specificity 306 1 7 1 7 5.09 1.65 
Temporal specificity 306 1 7 1 7 6.23 1.26 
Site specificity 306 1 7 1 7 4.99 2.04 
General asset specificity 306 1 7 1 7 4.27 1.78 
Environmental uncertainty 
Operations unpredictability 306 1 7 1 7 5.17 1.68 
Volume unpredictability 306 1 7 1 7 3.48 1.41 
Behavioural uncertainty 
Difficulty to determine contractors 
complying to contract 
306 1 7 1 7 4.01 1.90 
Difficulty to judge contractor's 
quality o service 
306 1 7 1 7 3.47 1.93 
Frequency 
Number of employees in activity 306 n/a n/a 3 82 20.06 18.96 
Number of rooms 306 10 n/a 10 800 118.06 117.33 
Annual average occupancy 306 0 100 7 97 60.41 17.47 
Supplier availability 306 1 7 1 7 3.11 1.79 
Guest contact 306 1 7 1 7 6.23 1.31 
Capital requirement 306 1 7 1 7 5.78 1.39 
Hotel experience 306 1 7 1 7 5.31 1.51 
Profit 
Generating direct profit 306 Yes = 266 (86.9%) No = 40 (13.1%) 
Level of profit 266 >0 <100 0.40 60 27.54 12.59 
Other variable (e. g. control) 
Number of employees in hotel 306 n/a n/a 8 1300 107.17 155.29 
Annual average room rate 266 500 B. n/a 500 10000 1452.27 1423.39 
GM having discretion to outsource 303 Yes = 217 (71.6%) No = 86 (28.4%) 
Ratio of employee/no. of rooms 306 n/a n/a 0.10 4.73 0.83 0.60 
Location 306 
Major destination = 128 (41.8%) 
Minor destination = 178 (58.2%) 
Type of management 306 
International affiliate = 31 (10.1 %) 
Local hotel = 275 (89.9%) 
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Table 7-4: Descriptive statistics of raw data (Hotel linen laundry) 
V i bl N 
Theoretical Actual Std. ar a e Min Max Min Max Mean Dev. 
Dependent variable 
Level of outsourcing 315 0 100 0 100 24.04 36.45 
Independent variable 
Asset specificity 
Procedural specificity 315 1 7 1 7 4.39 1.71 
Temporal specificity 315 1 7 1 7 6.01 1.25 
Site specificity 315 1 7 1 7 3.85 2.07 
General asset specificity 315 1 7 1 7 3.67 1.73 
Environmental uncertainty 
Operations unpredictability 315 1 7 1 7 3.88 1.65 
Volume unpredictability 315 1 7 1 7 3.31 1.39 
Behavioural uncertainty 
Difficulty to determine contractors 
complying to contract 
315 1 7 1 7 3.39 1.65 
Difficulty to judge contractor's 
uali o service 
315 1 7 1 7 3.10 1.71 
Frequency 
Number of employees in activity 315 n/a n/a 2 60 6.14 6.75 
Number of rooms 315 10 n/a 10 800 117.01 115.70 
Annual average occupancy 315 0 100 7 97 61.25 17.23 
Supplier availability 315 1 7 1 7 3.94 1.86 
Guest contact 315 1 7 1 7 3.64 2.03 
Capital requirement 315 1 7 1 7 5.46 1.46 
Hotel experience 315 1 7 1 7 4.84 1.64 
Other variable (e. g. control) 
Number of employees in hotel 315 n/a n/a 8 1300 108.30 158.52 
Annual average room rate 271 500 B. n/a 500 10000 1465.35 1452.99 
GM having discretion to outsource 312 Yes = 228 (73.1%) No = 84 (26.9%) 
Ratio of employee/no. of rooms 315 n/a n/a 0.10 20.52 
-0.8-9- T-1.27 
Location 315 
Major destination = 133 (42.2%) 
Minor destination 182 (57.8%) 
Type of management 315 
International affiliate = 33 (10.5%) 
Local hotel = 282 (89.5%) 
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Table 7-5: Descriptive statistics of raw data (Guest laundry) 
bl V i N 
Theoretical Actual Std. 
ar a e Min Max Min Max 
Mean Dev. 
Dependent variable 
Level of outsourcing 305 0 100 0 100 22.33 36.17 
Independent variable 
Asset specificity 
Procedural specificity 305 1 7 1 7 4.57 1.71 
Temporal specificity 305 1 7 1 7 6.12 1.23 
Site specificity 305 1 7 1 7 3.94 2.02 
General asset specificity 305 1 7 1 7 3.49 1.64 
Environmental uncertainty 
Operations unpredictability 305 1 7 1 7 3.98 1.67 
Volume unpredictability 305 1 7 1 7 3.85 1.51 
Behavioural uncertainty 
Difficulty to determine contractors 
complying to contract 
305 1 7 1 7 3.42 1.63 
Difficulty to judge contractor's 
quality o service 
305 1 7 1 7 3.20 1.71 
Frequency 
Number of employees in activity 305 n/a n/a 1 40 3.93 4.27 
Number of rooms 305 10 n/a 10 800 117.03 114.65 
Annual average occupancy 305 0 100 7 97 61.02 17.47 
Supplier availability 305 1 7 1 7 3.93 1.87 
Guest contact 305 1 7 1 7 4.44 1.89 
Capital requirement 305 1 7 1 7 4.85 1.58 
Hotel experience 305 1 7 1 7 4.86 1.57 
Profit 
Generating direct profit 246 Yes = 155 (63.0%) No = 91 (37%) 
Level of profit 153 >0 <100 0.10 50 8.49 8.55 
Other variable (e. g. control) 
Number of employees in hotel 305 n/a n/a 8 1300 105.83 152.63 
Annual average room rate 267 500 B. n/a 500 10000 1474.80 1461.27 
GM having discretion to outsource 303 Yes = 224 (73.9%) No = 79 (26.1%) 
Ratio of employee/no. of rooms 305 n/a n/a 0.10 4.73 0.83 0.61 
Location 305 
Major destination = 127 (41.6%) 
Minor destination = 178 58.4% 
Type of management 305 
International affiliate = 31 (10.2%) 
Local hotel = 274 (89.8%) 
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Table 7-6: Descriptive statistics of raw data (Guest transportation) 
N 
Theoretical Actual Std. Variable 
Min Max Min Max 
Mean 
Dev. 
Dependent variable 
Level of outsourcing 312 0 100 0 100 28.97 38.51 
Independent variable 
Asset specificity 
Procedural specificity 312 1 7 1 7 4.55 1.70 
Temporal specificity 312 1 7 1 7 6.02 1.37 
Site specificity 312 1 7 1 7 4.57 1.94 
General asset specificity 312 1 7 1 7 3.20 1.66 
Environmental uncertainty 
Operations unpredictability 312 1 7 1 7 4.22 1.72 
Volume unpredictability 312 1 7 1 7 3.79 1.50 
Behavioural uncertainty 
Difficulty to determine contractors 
com 1 in to contract 
312 1 7 1 7 3.45 1.69 
Difficulty to judge contractor's 
quality o service 
312 1 7 1 7 3.25 1.74 
Frequency 
Number of employees in activity 312 n/a n/a 2 30 3.37 3.38 
Number of rooms 312 10 n/a 10 800 116.60 115.20 
Annual average occupancy 312 0 100 7 97 60.96 17.41 
Supplier availability 312 1 7 l 7 4.30 1.79 
Guest contact 312 1 7 1 7 5.42 1.66 
Capital requirement 312 1 7 1 7 4.83 1.56 
Hotel experience 312 1 7 1 7 5.00 1.50 
Profit 
Generating direct profit 249 Yes = 124 (49.8%) No = 125 (50.2%) 
Level ofprofit 118 >0 <100 0.10 40 8.46 7.52 
Other variable (e. g. control) 
Number of employees in hotel 312 n/a n/a 8 1300 104.06 150.90 
Annual average room rate 273 500 B. n/a 500 10000 1438.53 1391.63 
GM having discretion to outsource 309 Yes = 224 (72.5%) No = 85 (27.5%) 
Ratio of employee/no. of rooms 312 n/a n/a 0.1 4.73 0.82 0.60 
Location 312 
Major destination = 131 (42.0%) 
Minor destination = 181 58.0% 
Type ofmanagement 312 
International affiliate = 32 (10.3%) 
Local hotel = 280 89.7% 
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Table 7-7: Descriptive statistics of raw data (Security) 
i bl N 
Theoretical Actual Std. Var a e Min Max Min Max 
Mean Dev. 
Dependent variable 
Level of outsourcing 321 0 100 0 100 31.93 40.44 
Independent variable 
Asset specificity 
Procedural specificity 321 1 7 1 7 4.86 1.77 
Temporal specificity 321 1 7 1 7 6.22 1.27 
Site specificity 321 1 7 1 7 5.55 1.67 
General asset specificity 321 1 7 1 7 2.80 1.63 
Environmental uncertainty 
Operations unpredictability 321 1 7 1 7 4.20 1.83 
Volume unpredictability 321 1 7 1 7 2.81 1.44 
Behavioural uncertainty 
Difficulty to determine contractors 
complying to contract 
321 1 7 1 7 3.62 1.86 
Difficulty to judge contractor's 
quality o service 
321 1 7 1 7 3.44 1.81 
Frequency 
Number of employees in activity 321 n/a n/a 2 82 6.79 7.86 
Number of rooms 321 10 n/a 10 800 117.76 115.21 
Annual average occupancy 321 0 100 7 97 61.26 17.13 
Supplier availability 321 1 7 1 7 4.67 1.75 
Guest contact 321 1 7 1 7 5.65 1.54 
Capital requirement 321 1 7 1 7 4.19 1.72 
Hotel experience 321 1 7 1 7 4.95 1.56 
Other variable (e. g. control) 
Number of employees in hotel 321 n/a n/a 8 1300 112.06 167.55 
Annual average room rate 277 500 B. n/a 500 10000 1462.45 1441.63 
GM having discretion to outsource 318 Yes = 230 (71.7%) No = 88 (27.7%) 
Ratio of employee/no. of rooms 321 n/a n/a 0.1 27.73 0.96 1.95 
Location 321 
Major destination = 137 (42.7%) 
Minor destination = 184 57.3% 
Type of management 321 
International affiliate = 33 (10.3%) 
Local hotel = 288 89.7% 
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Table 7-8: Descriptive statistics of raw data (Cleaning and servicing guestroom) 
Variable N Theoretical Actual Std. 
Min Max Min Max 
Mean 
Dev. 
Dependent variable 
Level of outsourcing 322 0 100 0 100 9.61 20.97 
Independent variable 
Asset specificity 
Procedural specificity 322 1 7 1 7 5.13 1.80 
Temporal specificity 322 1 7 1 7 6.39 1.17 
Site specificity 322 1 7 1 7 5.24 1.96 
General asset specificity 322 1 7 1 7 3.29 1.64 
Environmental uncertainty 
Operations unpredictability 322 1 7 1 7 4.25 1.81 
Volume unpredictability 322 1 7 1 7 2.53 1.31 
Behavioural uncertainty 
Difficulty to determine contractors 
complying to contract 
322 1 7 1 7 3.68 1.96 
Difficulty to judge contractor's 
quality o service 
322 1 7 1 7 3.26 1.92 
Frequency 
Number of employees in activity 322 n/a n/a 2 82 15.94 16.77 
Number of rooms 322 10 n/a 10 800 116.60 115.17 
Annual average occupancy 322 0 100 7 97 61.12 17.38 
Supplier availability 322 1 7 1 7 3.66 1.93 
Guest contact 322 1 7 1 7 5.82 1.63 
Capital requirement 322 1 7 1 7 4.72 1.48 
Hotel experience 322 1 7 1 7 5.72 1.29 
Other variable (e. g. control) 
Number of employees in hotel 322 n/a n/a 8 1300 111.05 167.26 
Annual average room rate 278 500 B. n/a 500 10000 1459.74 1442.72 
GM having discretion to outsource 319 Yes = 230 (72.1%) No = 89 (27.9%) 
Ratio of employee/no. of rooms 322 n/a n/a 0.1 27.73 0.96 1.95 
Location 322 Major destination = 138 (42.9%) Minor destination = 184 57.1% 
mnagement 322 
International affiliate = 33 (10.2%) 
Local hotel = 289 (89.8%) 
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Stage 2 Initial multiple regression and creating moderating effects 
At this stage, only one asset specificity variable that was the most significantly and 
correctly predicted by TCE from each data source would be chosen to create the 
moderating effects. A standard multiple regression was performed between the level of 
outsourcing as the dependent variable and the four types of asset specificity: general 
specificity, procedure, temporal and site as independent variables in each data set. The 
earlier assumption evaluation led to a transformation of level of outsourcing using 
logarithm and temporal specificity was reflected and inversed in all activities except 
security and cleaning and servicing guestrooms which was reflected and logged instead. 
Site specificity of the security data set was also reflected and logged. Thus, these reflected 
variables were noted to be interpreted in an opposite direction. Tolerance and VIF were 
examined and multicollinearity was not a concern as no values approached the cut-off 
points in any of the data sets. Normal Probability Plots and Scatterplots were examined 
and no violations to normality, outliers and linearity were detected. 
Table 7-9 presents the results of multiple regressions of the six activities. The R2 was 
very low at between 1.7 - 6.6% (adjusted R2 = .4-5.4%). This 
implies that the level of 
outsourcing was explained very little by the four asset specificity variables in all activities 
with restaurant being explained lowest and hotel linen laundry being the highest. Despite 
this, the model was statistically significant in three activities including hotel linen laundry 
(F = 5.468, p< . 001), guest transportation 
(F = 2.527, p< . 05) and security (F = 3.410, 
p< . 
01). In terms of contribution each independent variable made to the prediction of the 
dependent variable, only general asset specificity was found statistically significant with 
the correct sign in hotel linen laundry (Beta = -. 247, t=-4.458, p <. 001), guest laundry 
(Beta = -. 164, t=-2.796, p< . 
01) and guest transportation (Beta = -. 122, t=-2.162, 
p< . 
05). Furthermore, temporal specificity was found significant in cleaning and servicing 
guest room (Beta = . 119, t=2.064, p< . 
01) whilst site specificity was significant in guest 
transportation (Beta = . 119, t=2.041, p< . 
05) and security (Beta = . 
197, t=3.296, p< 
. 01). 
However, these variables offered inversed results. 
Overall, this provided mixed results with very little support to Hypothesis 1 which states 
that asset specific investments required for a service transaction decreases the degree of 
outsourcing of that service transaction. Since general asset specificity was the only 
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variable successfully confirming the main relationship in the hotel linen laundry, guest 
laundry and guest transportation, it was further used as the focal variable to create 
interaction effects with the moderators in these data sets. No moderating effects were 
created in the restaurant, security and cleaning and servicing guestroom data sets as none 
of the asset specificity variables was successfully confirmed in these activities. 
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Chapter 7 Study 2- Quantitative Study: Findings 
Stage 3 Centring continuous variables 
Before moderating effects in the three datasets mentioned above in stage 2 could be 
created, all continuous variables were centred by subtracting the corresponding variable 
mean from each value. The objective was to reduce potential multicollinearity problems 
that could arise from excessive moderating terms. 
Stage 4 Correlation analysis 
The correlation statistics between the predictor variables and dependent variable in each 
data set is reported in Table 7- 10. The correlation results provided mixed results to a 
number of hypothesized relationships. A bulk of the statistically significant predictor 
variables had the expected correlation signs except site specificity of guest transportation 
and security, volume unpredictability and guest contact of restaurant, and frequency of 
security. Furthermore, only two moderating effects including GAS X Capital requirement 
of guest laundry and GAS X Frequency of guest transportation showed significant results 
but incorrect signs. 
Overall, the relationships between the predictor variables and the dependent variable were 
not very strong. The majority of the variables had correlation r less than . 1. However, 
variables that demonstrated significant statistic (p < . 05) and correlation r higher than .1 or 
-. 1 in at least two 
data sets included general asset specificity, frequency, supplier 
availability and hotel experience for the independent variables and location and size for 
the control variables. 
In addition, it appeared that only a pair of variables (frequency and hotel size) exhibited 
some concern of multicollinearity as their correlation in all data sets was close to the cut 
off level of .7 as suggested 
by Tabachnick and Fidell (2007). Only one of these variables 
that significantly correlated with the dependent variable was included in each regression. 
However, frequency was retained and size of hotel was removed in the data sets that both 
variables significantly correlated with the dependent variables because frequency was 
subject to a hypothesis test while hotel size was only a control variable. 
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Chapter 7 Study 2- Quantitative Study: Findings 
Stage 5 Hierarchical multiple regression - Testing hypotheses 
In order to examine the effects of all groups of predictor variables on level of outsourcing 
as dependent variable, hierarchical multiple regression analysis was conducted. The results 
were used for testing all hypotheses in this study. Only variables significantly correlated to 
the dependent variable were included in the regression. Variables that were not 
significantly correlated to the dependent variable were not entered into the regressions. 
These variables were interpreted as providing no support to the hypotheses. The 
significant control variables were entered at step 1. At step 2, all significant 
independent/moderator variables were introduced and all significant 2-way interaction 
effects were entered at the final step. The assumptions of multiple regression were firstly 
screened and explained below. The results of the test are provided in Table 7-6 along 
with change in R2 and change in F to evaluate any significant predictive ability with the 
addition of each block of variables. 
1) Assumptions 
a) Ratio of cases to IVs 
For the results to be generalisable, Hair et al. (2006) propose a minimum ratio of 
observations to IVs of 5: 1 but the preferred ratio is 15: 1 or 20: 1. There were 25 
predictor variables in the regression equations for the non-revenue generating 
activities and 27 predictor variables for revenue generating activities if all 
variables were to be included into the regressions, while the number of cases for 
level of profit variable was as low as 118 in the guest transportation data set and 
153 in the guest laundry data set. Hence, it would violate this assumption in many 
data sources if all variables were to be included. Therefore, to resolve this 
problem, it was decided to include only variables demonstrating significant 
correlation with the dependent variable. As a result of removing a bulk of 
uncorrelated variables, this assumption was met in all data sets as shown by the 
degree of freedom (di) figures in each regression in Table 7-6. 
b) Multicollinearity 
Three sources of output of the hierarchical regression including correlation, 
tolerance value, and VIF value were inspected to determine potential 
multicollinerity problems. 
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As expected, since one of the variables of the strongly correlated pair consisting of 
size and frequency has been removed prior to running the regression, there was no 
multicollinearity problem in any of the regressions. The correlation between 
predictor variables was not a concern because no predictor variables correlated 
close to or higher than .7 
(Tabachnick and Fidell, 2007). In addition, tolerance and 
VIF values did not indicate any multicolliearity problems. 
c) Normality of residuals of dependent variable 
The Normal P-P plots in Figure 7 -1 show modest departure from normality in all 
of the data sets. However, the central limit theorem assumes that even when error 
is not normally distributed, when the sample size is large, the sampling distribution 
of the b coefficient will still be normal (Hair et al., 2006). Therefore, violations of 
this assumption usually have little or no impact on substantive conclusions for 
large samples. Hence, since there were more than 300 observations in each data 
set, no further remedies would be required. 
Figure 7-1: Normal P-P Plots of regression standardized residual 
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Figure 7-1-2 Hotel laundry 
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Figure 7 -1- 5 Security 
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Figure 7 -1- 6 Cleaning and servicing guestroom 
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d) Linearity and homoscedasticity of residuals 
The residuals of all data sets presented in the Scatterplot in Figure 7-2 are more 
or less distributed in rectangular shape with the scores concentrating along the 0 
point. This would indicate no violation to the assumption of the combined effects 
of all variables. 
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Figure 7-2: Scatterplots of hierarchical multiple regression 
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Figure 7-2-3 Guest laundry 
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Figure 7-2-4 Guest transportation 
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Figure 7-2-6 Cleaning and servicing guestroom 
Scattorplot 
N 
s 
aý 
E 
N 
e C 
y 
I 
Dependant Variable: Outsourcs Lop 
o°° 
O" 
o° °8 00 0 0o 0 00 
00 
ýo 00 8mßo öpý 
00 
m° 
po 
o°o m 
0 
mo 
-u 0.0 25 
Regression Standardized Predicted Value 
e) Outliers 
The Scatterplot of each data set was inspected for outliers of values less than -3 
and greater than 3. As illustrated in figure 7-2-2, only I outlier was detected in 
the hotel linen laundry data set and no outliers in other activities were found. 
However, Mahalanobis D2 did not show any outlier. Tabachnick and Fidell (2007) 
explain that it is common to find a few outliers in a large sample study and no 
remedies would be needed. Therefore, in this study, outliers should be of no 
concern. 
f) Independence of errors 
The Durbin-Watson statistics was tested for independence of errors of each 
activity. The results are listed as follows: 
" Restaurant = 1.882 
" Hotel laundry = 1.677 
" Guest laundry = 1.852 
" Guest transportation = 1.990 
" Security = 1.976 
" Cleaning and servicing guestroom = 1.773 
Based on Field (2006), independence of errors was of no concern in all data sets 
because no Durbin-Watson values were less than 1 or greater than 3. Moreover, 
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these figures were close to 2 which is the value of uncorrelated residuals. 
Therefore, this assumption was met. 
g) Suppression effect 
The regression results were compared against the correlation results to detect 
potential suppressors. No suppression effects were detected as no predictor 
variables which were uncorrelated with the dependent variable improved the 
prediction of the model (R2). This was as expected because only the correlated 
variables were included in the regression equations. 
2) Evaluating the model 
Tables 7- 11 and 7 -12 report the results of hierarchical multiple regressions of each 
data set. Overall, the model illustrated a low predictive power in all data sets with the 
adjusted R2 just over 10% except the hotel linen laundry showing 19.8%. After the 
control variables in block 1 have been entered, they provided little explanation to the 
model. The adjusted R2 was low at between 1.9 - 8.5% but the F test was significant in 
all data sets. 
Once the moderators/independent variables were introduced in step 2, the predictive 
power (adjusted R2) of the whole model rose to the level between 8.5 - 19.8%. Both 
R2 change and F test were significant in all data sets. When adding interaction terms to 
the model in the guest laundry and guest transportation data sets, very little additional 
explanation to the model was obtained as it was illustrated by just over 1% of the R2 
changes and they were significant. The F test was also significant in both data sets. 
Therefore, the additive model fits the data best for step 2 in all data sets. This means 
an evaluation of the model as a whole found that the level of outsourcing was 
explained best by the independent variable group. The control variable group provided 
some explanation while the interaction term group hardly offered any predictive 
power. The model was best explained in the hotel linen laundry data set. 
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Chapter 7 Study 2- Quantitative Study: Findings 
3) Evaluating each of the predictor variables 
To find out how well each variable contributed to the equation, standardised 
coefficients and significance level of t statistics were examined. The results are 
reported in Tables 7- 11,7 - 12 and 7- 13. These results were used to test 
Hypotheses 2a, b- 9a, b and assess the contribution of the individual control 
variables. 
Testing Hypothesis 1 
Generally, the four asset specificity variables failed to provide substantiation to the 
hypothesis in most of the data sets. Nevertheless, consistent to the earlier standard 
multiple regressions, general asset specificity was the only asset specificity variable 
that provided supporting evidence to hypothesis 1 in hotel linen laundry and guest 
laundry but no support was found in other data sets. However, site specificity was 
found significant in the security data set but the relationship was reversely confirmed. 
Therefore, this study was able to offer little support to hypothesis 1 in hotel laundry 
and guest laundry but some reverse relationship was found in security. 
Testing Hypotheses 2b - 9b 
Hypotheses 2b - 8b hypothesized about the direct effects of predictor variables on the 
level of outsourcing. Four variables displayed support including frequency 
(Hypothesis 4b), supplier availability (Hypothesis 5b), hotel experience (Hypothesis 
8b) and level of profit (Hypothesis 9b) in at least one of the data sets. Volume 
unpredictability (Hypothesis 2b) provided a reversed result in the restaurant data set. 
All other variables were reported statistical insignificant and thus did not demonstrate 
supporting evidence to the respective hypotheses. 
Frequency was expected to have a negative relationship with the level of outsourcing 
(Hypothesis 4b). It was anticipated that hotels would prefer in-house operations as the 
size of the work increases since it permits economies of scale. This hypothesis was 
validated only in the guest laundry data set (Beta = 142, t=-2.5 16, p< . 05) but no 
support was evidenced in any other data sources. 
As predicted, supplier availability had a positive relationship with the level of 
outsourcing and it was successfully confirmed in all data sets except restaurant. The 
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result indicated that the responding hotels tended to outsource more where there were 
more suppliers available in the market in five data sets. This variable demonstrated the 
most consistent result than any other variables as follows: 
" Hotel linen laundry (Beta = . 222, t=4.180, p< . 001) 
" Guest laundry (Beta = . 181, t=3.264, p< . 01) 
" Guest transportation (Beta = . 196, t=3.322, p< . 01) 
" Security (Beta = . 
149, t=2.686, p< . 
01) 
" Cleaning and servicing guestroom (Beta = .3 10, t=5.825, p< . 001) 
Therefore, Hypothesis 5b was strongly supported in these activities. 
Hotel experience was hypothesized to relate negatively to the degree of outsourcing 
(Hypothesis 8b). It was expected that hotels would hesitate to outsource anything in 
which they had operational expertise and would prefer to outsource the activities 
where they lacked operational know-how and experience. The finding provided 
substantiation to this hypothesis in two data sets including hotel linen laundry (Beta = 
-. 161, t=-3.074, p< . 01) and guest laundry (Beta = -. 153, t=-2.685, p< . 01). 
Likewise, the level of profit of the activity was anticipated to have a negative effect on 
the level of outsourcing (Hypothesis 9b). In other words, hotels would prefer not to 
outsource any activity that could generate a high direct profit. Level of profit was 
applicable to restaurant, guest laundry and guest transportation. This hypothesis was 
successfully confirmed in restaurant (Beta = -. 202, t=-3.232, p< . 
01) but no support 
was found in the other two data sets. 
203 
N 
.. 7 bC 
.. 7 
4> 
V 
. r, 
a N 
t0 
r, A 
0 
aö 
:EI 
4 
Jý y 
wS 40 rQ 
NN 
FF 
k** 
GL M 00 
V°v 
w 
ýý 
ýC 
V 
L 
bL 
ýL 
iTý 
V 
V 
w r 
ýL 
a 
M [- 
" 00 
OO 
OO 
s 
V'l 
MN 
rn 0 
O- 
00 
MO 
O 
OO 
NNNM Oý +º 
Icý 
93M 
N 
1N9iý. j 
00 NM er mm 
00 OM ßf1 V1 O 
ONO--O 
ÖÖÖÖÖÖ 
IC ÖMM- NO 
"-O -O-N Öpp999 
ýO y 
%Ö 
ý 
"V 
II 
Q 
33 
ci 
t3 4) -cj b» 
a ý N 
ON 
N tý 
ýD %ýO 
O 
o 
N_ 
O 
ÖÖ 
*a 
r 
N 00 
NM 
IIR Vi 
V1 00 
0 
O 
00 
ON 
O0 
° (D N C) 
M M M ý ý 
NNN 
vi 
99 OOC 
ÖÖ ÖÖC 
p Ch N 
N ^" "" N^ 
OQ Di 
s 
O 
M V] 
N5 ýý 
: 
33 
,ý 
Q red 
'h Cd 
r ý-' ýd 
Q 
,yd ä 'A 
hQ0 
öä 
lö 
ýx ý N 
** ** O 
O 
M O_ 
OÖ 
** 
** 
N 
h 
Oý 
N 
O 
O0 
O 
M 
_M O 
OÖ 
*** 
ets 
* *ýöv, 
N 
°v\i ý 
fVrr try 
C 
f'H 
r- W) ON C) 
N W) N r1 OO --ý OOO ÖÖÖÖÖ 
; 
'D 
=N -'t m - 00 
OQ9OOq 
N 
M 
tn 
In 
r 
M 
N 
N 
N 
0 
r 
ö 
Öp 
II ýq`+ 
v ovi 
obi i, °+ ý ä 
C'" C 
y 
Qw ti iC C 
.ö UaýCa7 w 
nÜxý 
a 
ý 
0 
h 
7 
E 
aU+ 
U 
2 
2 
3 
1a 
y 
v 
g 
wQ 
1"o 
V "C 
EW 
E 
0 N 
H 
.E bý+ 
.. 7 
w 
b 
a 
N 
a 
N 
a 
n 
V 
N 
. är U 
o, bo 
Ü 
eý 
ýi fC# 
S 
u 
ýC 
ýC 
V 
L 
bL 
ýL W 
d oa 
w 
JD 
'C 
I> 
CL 
** 
O a 
ON N 
OO 
ÖÖ 
** 
** 
00 
ON yj 
ni 
N 00 
OO 
00 
ON 
O_ 
O 
OO 
x o' N 
10 
00 
CD ö 
Oll 
Vi 
O 
O 
0 
0 
to 00 
i en pMN 00 
N IM N 
co 'A ON lS 00 "-+ M 
O O O- OO O 
Ö Ö6ÖÖ Ö 
OÖQQÖÖ 
oQ 
0y ßr) O 
'` QL 
M0 II ý 
"" co na^G+ 
Ö 
0 t3 cd 0 
II 
.yyp 
ý C) U 
kc: ý 
CýNwý 
,Z 
ºU, p ti CUvw Lir 
L 
C7 . --N M 
cý o 
ýv 
00 
CD 0 
ON 
10 
N 
0O 
00 
ON 
e N_ 
O 
OO 
oý n 00 o i o - en 00 r- %o 
. r V j- +p 0O N I N 
Oö V1 
ö ö 
ÖÖÖ OÖO Ö 
tý M 
M 01 
NM 
M 
N Oý 
OO 
ÖÖ 
"_ x 
M 
IN M 
MO 
N 
o, 
0 öö 
K1 N 
O 
OO 
* o 
N 
00 iý 
-O 
O 
ÖÖ 
r. 1ýc ,o 
M oö o Qqo d Q o 
II 
Qm ý! ' .. r C ý $b 
ß II 
ö 5$ ö 
II Cap « 
G 
'0 " to k ed "- 
. " 
{ý _ 
t' 9 
"v 
? yam" 
; * .ý* 
`15 y C 
b 
.7 4. fi 
V 
b w O .ý of ý+ 
Odý, 'ý aý . 
4» 
(0 ... ý y 
O 
ý o i Q 
d: 
"ý 
Ö °«3 
C 
UVý E- fiýnCCl 
ývý 
fl Uý v tl 
+. g' 
e tý 
CD N 
Chapter 7 Study 2- Quantitative Study: Findings 
Testing Hypotheses 2a - 9a 
In terms of interaction effects, the majority of them reported no significant effect to the 
dependent variable except GAS X Capital requirement (Hypothesis 7a) of guest 
laundry. It was expected that capital requirement would reduce the negative 
relationship between general asset specificity and level of outsourcing. However, the 
opposite relationship was found for GAS X Capital requirement in the guest laundry 
data set (Beta = -. 126, t=-2.317, p< . 
05) which was contrary to the prediction. 
Hence, hypothesis 6a was rejected in this data set but the reverse relationship was 
confirmed. With exception to this Hypothesis 6a in guest laundry, all other hypotheses 
were not supported. 
In addition to this, although GAS X Frequency in the guest transportation data set 
displayed a significant result, it was not interpreted. This was because the main 
relationship between general asset specificity and level of outsourcing was not 
successfully verified in this data set. Since insignificant main relationship could not be 
further moderated, its moderating effect was not interpreted and hence the hypothesis 
was not confirmed. 
Testing control variables 
Of the five control variables, two variables including location and size explained the 
dependent variable. It was found that the level of outsourcing was higher in the hotels 
located in the major tourist destinations for hotel linen laundry, guest laundry, guest 
transportation and security. In addition, the level of outsourcing was also confirmed to 
have a negative relationship with the hotel size in the hotel linen laundry and cleaning 
and servicing guestroom data sets. The statistical details are provided as follows: 
" Location (major destination) 
" Hotel linen laundry (Beta = . 205, t=3.666, p< . 001) 
" Guest laundry (Beta = . 161, t=2.814, p< . 01) 
" Guest transportation (Beta = . 142, t=2.471, p< . 
05) 
" Security (Beta = . 147, t=2.644, p< . 01) 
" Size 
" Hotel linen laundry (Beta = -. 170, t= -3.108, p< . 01) 
9 Cleaning and servicing guestroom (Beta = -. 106, t= -1.990, p <. 05) 
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The results so far have demonstrated that the activities are not homogenous in terms of 
factors explaining their levels of outsourcing. Hence, a model for each activity can be 
further generated by including only the significant variables as illustrated in Figure 7-3. 
Figure 7-3: Revised models based on the significant variables 
Figure 7-3 -1 Restaurant 
Volume 
unpredictability Level of 
outsourcing 
Level of profit 
Figure 7-3-2 Hotel laundry 
Location 
(major destinations) 
Size 
(+) 
(-) 
General asset 
( -) Level of 
specificity outsourcing 
(+ 
Supplier availability 
Hotel experience 
(-) 
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Figure 7-3-3 Guest laundry 
GAS X Capital 
requirement 
(-) 
General asset 
specificity 
Location 
(major 
destinations) 
(+) 
Level of 
outsourcing 
(-) 
Hotel experience 
Figure 7-3-4 Guest transportation 
Location 
(major 
destinations) 
(+ 
Supplier 
availability 
+) 
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Figure 7-3-5 Security 
Location 
(major 
destinations) 
L (+) Level of Site specificity outsourcing 
(+ 
Supplier 
availability 
Figure 7-3-6 Guestroom cleaning 
Size -) 
Level of 
outsourcing 
(+ 
Supplier 
availability 
Stage 6 Overview of findings 
As expected, due to the variation in the characteristics of each activity being investigated, 
separate analysis provided multiple results. In order to provide an overview picture of the 
findings, the results from each data set will be compared in this section to provide 
commonality and differences. 
It appears that the level of outsourcing was only slightly explained by the predictor 
variables in all data sets. The dependent variable was better explained in the hotel linen 
laundry data set than the other five activities. The result of the restaurant group was 
different from other data sets. It did not confirm any variables that were verified in the 
other groups. Conversely, it successfully validated level of profit which was not significant 
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in any other groups. Overall, the control variables were found to provide a weak 
explanation while the independent variables offered moderately more predictive power but 
the moderating effects presented no contribution to the model in all data sets. 
In addition, five variables can be identified as providing the most consistent results across 
the data sets in terms of significant contribution to the model and confirmation to the 
hypotheses. These include three independent variables and two control variables as listed 
below: 
" Independent variable 
o supplier availability (5 from 6 activities) 
o general asset specificity (2 from 6 activities) 
o hotel experience (2 from 6 activities) 
9 Control variable 
o location (4 from 6 activities) 
o hotel size (2 from 6 activities). 
Furthermore, only supplier availability and location variables can be relatively 
generalisable to most of the data sets. Unlike other significant variables, these two factors 
were confirmed in more than three data sets. 
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Stage 7 T-test assessing mean differences of significant variables between locations 
This is an additional stage that was not outlined in Chapter 6. The objective of including 
this step was to investigate whether there were differences in the significant variables 
between the locations. This involved conducting t-tests to assess whether the means of the 
selected variables in each activity of hotels located in the minor and the major tourist 
destinations would be significantly different. As indicated earlier, supplier availability and 
location were the two consistent and significant variables in explaining the level of 
outsourcing in this study and thus they were selected for further analysis. 
Table 7-15: Overview of t-test results comparing the means of level of outsourcing and 
supplier availability between minor and major destinations 
T-test results 
significant differences in scores between 
minor and major destinations (Yes/No) 
Variable 
Activity Level of outsourcing Supplier availability 
Yes 
Restaurant No 
t= -2.34*, M=2.91,3.39 
Yes Yes 
Hotel laundry 
t= -4.57***, M= 15.81,35.30 t= -5.06***, M=3.50,4.53 
Guest laundry 
Guest transportation 
Yes 
t= -2.98"`, M= 16.97,29.84 
Yes 
t= -3.88***, M= 21.67,39.06 
Yes 
Yes 
t=-4.37***, M=3.55,4.47 
Yes 
t= -3.67***, M=3.99,4.73 
Security 
Cleaning and servicing guestroom 
t= -3.88***, M= 24.38,42.08 
No 
No 
No 
Table 7- 15 reports the results of independent samples Nests comparing the means of 
level of outsourcing and supplier availability between the minor and major tourist 
destinations in all data sets. The scores of the level of outsourcing were found significantly 
different in hotel laundry, guest laundry, guest transportation and security for hotels 
located in minor and major destinations with the means of minor destinations all reported 
lower than the major destinations. There were also significant differences in supplier 
availability of restaurant, hotel laundry, guest laundry and guest transportation for the two 
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locations. The mean scores were also reported lower in the minor destinations indicating 
that supplier availability was significantly lower in the minor destinations than the major 
destinations. These t-test results provide strong support to the regressions findings of both 
location and supplier availability for two reasons. Firstly, there were significant 
differences in the level of outsourcing in four activities with the minor destinations 
displaying less outsourcing levels. Secondly, the supplier availability in three out of these 
four activities was also found to be significantly different with the minor destinations 
again having the lower means. 
7.3 Conclusion 
This chapter has presented the findings of the quantitative study. The steps of data analysis 
previously outlined in Chapter 6 were strictly followed. The underlying assumptions of 
multiple regressions were screened and they were satisfactorily met in all data sets. 
Hierarchical regression was employed to test the hypotheses. Consequently, supplier 
availability, general asset specificity, hotel experience, location and size were found to 
provide the most consistent results but only supplier availability and location could be 
generalisable to most of the data sets. Each activity was found different in terms of the 
variables explaining their outsourcing and thus the model was revised for each activity 
accordingly. A series of t-tests were introduced, forming an additional analysis step, and 
the results confirmed the significance of supplier availability and location. Furthermore, it 
was found that in many activities, supplier availability was significantly higher in the 
major destinations than the minor destinations. In addition to this, among all data sets, 
hotel linen laundry provided the highest result despite the fact that the model yielded little 
explanation to the level of outsourcing in all other data sources. In all activities, the model 
was better explained by the independent variable group and fairly lower by the control 
variable group. The contribution of the moderating effects was very little and could be 
neglected. 
The next chapter will discuss of the results of study I and study 2 with the focus on the 
evaluation of the TCE and the conceptual framework. 
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Chapter 8 Discussion of the Findings - 
Evaluation of the Research Framework 
8.1 Introduction 
This chapter discusses the findings of both study 1 and study 2 in relation to the extent to 
which they compare with previous research and are explained by the theory of TCE. 
Overall, the discussion will be centred on four themes: the role of TCE, the role of non- 
TCE factors, the role of control variables and the robustness of the model. These four 
themes will each be discussed in turn. 
8.2 The role of TCE 
Two issues regarding the role of TCE arose from this research. First, both studies seemed 
to provide conflicting findings related to TCE. Second, based on the results of study 2, 
which is applicable to the hotel industry per se, TCE failed to offer a meaningful 
explanation as to outsourcing in hotels in Thailand. These two issues are discussed in 
detail below. 
Contrasting results of TCE in study 1 and study 2 
It appears that TCE received mixed support. The overall findings of study I provided 
strong supporting evidence to the TCE prescriptions as the TCE factors correctly predicted 
the sourcing decisions in most of the incidents. Asset specificity appeared to be the most 
dominant factor because it explained nearly all of the sourcing decisions. Among the 
seven elements of asset specificity, procedural asset, temporal, and site specificity were 
three most pertinent aspects to the hotel outsourcing context in this study. Site specificity 
is shared by the findings of Lamminmaki (2005) which indicated that this element was a 
key asset specificity aspect that was applicable to hotel outsourcing in Australia. The other 
TCE dimensions including environmental uncertainty, behavioural uncertainty, frequency 
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and supplier availability also exerted strong influences on the sourcing decisions made by 
the respondents. In many incidents, the sourcing decisions were still primarily determined 
by asset specificity while other factors strengthened or weakened the asset specificity and 
outsourcing relationship. In other words, the asset specificity and outsourcing relationship 
appeared as the most prominent link from the interviews and this association was further 
influenced by all these factors. This provided confirmation for TCE. However, in many 
cases, these moderating factors also exerted strong direct relationships to the outsourcing 
decision in absence of the asset specificity effect. Therefore, this result provided 
substantiation to a group of TCE researchers such as Lamminmaki (2007), Evereaert et al. 
(2006), Aubert et al. (2004), Morill and Morrill (2003) and Walker and Weber (1984) who 
investigated only the direct effects of the TCE factors. In addition, it also validated the 
view that complete TCE research would require an investigation of both direct and indirect 
relationships. 
In addition, the respondent decisions were frequently closely related to cost efficiency as 
being the general decision criteria. Although this was mentioned in very general terms, it 
proved the validity of TCE because efficiency maximization, the core theme of TCE, was 
found relevant in this study. Arrangement costs commented upon by several respondents 
further illustrated the relevance of TCE to the sourcing decisions. 
However, only little support to TCE was obtained from study 2. General asset specificity 
(confirmed 2 from 6 activities) which was the only element of asset specificity, frequency 
(confirmed 1 from 6 activities) and supplier availability (confirmed 5 from 6 activities) 
received substantiation and they showed direct effects. Overall, this study found mixed 
and very limited support to asset specificity as it was illustrated by some confirmation on 
only one variable (general asset specificity) but no verification on the other three factors 
and a reverse effect was even found in one activity for site specificity. This means that 
other elements of asset specificity were not important to the outsourcing decisions even 
though all these variables including temporal, site specificity (including conducting 
services on-site) and procedural specificity are relevant to the service characteristics of 
hotel operations. The lack of support for asset specificity in this study is similar to a few 
other research studies carried out by Lamminmaki (2007), Murray and Kotabe (1999) and 
Nam et al. (1996) who did not find asset specificity to be a strong predictor of outsourcing 
as argued by TCE. Lamminmaki (2007) uncovered only little support for asset specificity 
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in her outsourcing study in Australian hotels. Murray and Kotabe (1999) found the 
relationship between asset specificity and outsourcing of supplementary services to have a 
positive relationship rather than negative as predicted by the theory. Nam et al. (1996) did 
not find a significant relationship between asset specificity and the IT outsourcing 
decision. 
A possible justification for this issue is that, unlike the general asset specificity measures, 
these factors created low sunk costs and thus had no effect on outsourcing decisions. The 
overall findings of asset specificity implied that the hotel industry requires less 
relationship-specific investments as opposed to the manufacturing industries where a high 
level of sunk costs will accrue at the end of contracts (Klein, 2005). Past research has 
documented asset specificity as being associated with tighter vertical coordination in many 
manufacturing industries including automobile (Bigelow and Argyres, 2008), electricity 
generation (Saussier, 2000), aerospace (Masten, 1984), chemicals (Lieberman, 1991) and 
offshore oil gathering (Hallwood, 1991). However, this factor was not a strong predictor 
of outsourcing practices in the hotel industry in this study and in the study conducted by 
Lamminmaki (2007) where the specific investments were of less concern as contended by 
TCE. 
Another key issue in relation to asset specificity arising from the findings is that the 
dimensions within the asset specificity construct identified in the literature were 
uncorrelated and they should be treated as separate constructs. This is in line with some 
previous research such as Lamminmaki (2007) and Coles and Hesterly (1998b). 
Lamminmaki (2007) demonstrated temporal specificity had no correlation with other asset 
specificity elements and thus it was treated as a distinct variable in her hotel outsourcing 
study. Temporal specificity was also measured as a separate construct from physical and 
human asset specificity in the study conducted by Artz and Brush (2000) to examine 
coordination costs in collaborative strategic alliances within the equipment manufacturing 
context. Likewise, Coles and Hesterly (1998b) also perceived that asset specificity 
consisted of different unique dimensions and thus used physical asset and human asset as 
two separate constructs for their hospital outsourcing research. For this reason, a number 
of researchers chose to concentrate on only one dimension in their studies with human 
asset specificity being the most popular element (such as Morrill and Morrill, 2003; 
Murray and Kotabe, 1999; Erramilli and Rao, 1993). 
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Furthermore, supplier availability was the only variable demonstrating a consistent result 
and it was positively related to the level of outsourcing as predicted by TCE. It may well 
indicate that the managers might have experienced that the presence of less competent 
suppliers may lead to contracting difficulties and thus were reluctant to outsource. This 
finding confirms previous literature by Ono (2007), Holmes (1999), Pisano (1999) and 
Bello et al. (1997) in the generic business context and some research studies undertaken by 
Lamminmaki (2007), Lai (2007) and Lam and Han (2005) in the hotel industry. 
Lamminmaki (2007), in particular, demonstrated that outsourcing in Australia was greater 
in hotels located close to a big city because access to specialist suppliers was less 
problematic. Furthermore, the finding is also consistent with Ono's (2007) study which 
found that the level of outsourcing is greater in "thicker" local markets. In other words, a 
higher outsourcing level is expected in a local economy that has more suppliers available 
to the firm to outsource. Pisano (1999) showed that small-numbers-bargaining problems 
drove pharmaceutical companies to internalise R&D. This factor will be discussed in more 
detail in section 2. 
Unlike some other studies that strongly confirm the effect of frequency or volume of 
work (such as Spekle et al., 2007; Everaert et al., 2006), study 2 found frequency having a 
significant effect in only the guest laundry data set while the other five activities showed 
no support. However, it was found that frequency and size were strongly correlated in all 
data sets (r equal or more than . 7) and hence size was removed from the equation in a 
number of data sets to avoid multicollinearity problems. From this it can be concluded that 
these two factors greatly overlapped. Despite this, size was found to have the same effect 
on frequency in two additional data sets including hotel linen laundry and cleaning and 
servicing guestroom. Once taking this into consideration, one can conclude that both the 
size of work (frequency) and the size of hotel had considerable impact on the outsourcing 
decision as expected by TCE as they together successfully confirmed this in three out of 
six activities. This is to some extent consistent to study 1 which suggested that hotel size 
(and hence size of work) played an important role in the sourcing decisions in smaller 
hotels. These hotels outsourced laundry due to their small operational size and the 
investment cost required for laundry made the outsourcing option much more cost 
effective. Then again, a large size did not necessarily guarantee insourcing in study 1 and 
this was evident in the other three data sets showing insignificant results in study 2. One 
large hotel in study 1 strongly indicated that they would prefer to outsource and a number 
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of medium-sized properties also had outsourced their laundry operations due to high staff 
turnover and difficulties in running the operations. 
One potential reason explaining the insignificant result of frequency in study 2 was due to 
the way it was measured. The number of employees was mainly used to indicate the work 
volume in this study as hotel operations are highly labour intensive in Thailand. Unlike 
capital investment, labour costs in Thailand are relatively affordable (Ministry of Labour, 
2008), as confirmed during study 1. Labour therefore accounted for a lower proportion of 
total costs compared to capital costs and thus it could be argued that there was less 
pressure to outsource. 
The insignificant effects of the uncertainty variables in study 2 illustrate that they were of 
little concern to managers when making outsourcing decisions. The lack of support for 
uncertainty variables are in line with past research. For example, Walker and Weber 
(1984) found support for the volume element but not the technological aspect of 
environmental uncertainty in their make-or-buy study in the automobile industry. A study 
conducted by Everaert et al. (2006) revealed no supporting evidence for behavioural 
uncertainty as a driver for outsourcing in accounting tasks in SMEs. In addition, 
uncertainty was proved to have no relationship with organization's internal audit sourcing 
decisions by Spekle et al. (2007). 
Furthermore, volume unpredictability, which was one element of environmental 
uncertainty, was proved to have a positive relationship with restaurant outsourcing rather 
than a negative one as predicted. This might indicate that a hotel that found it hard to 
forecast number of guests dining in its restaurant might favour outsourcing the restaurant. 
The hotel might prefer to pass on the financial risks resulting from unpredictable revenue 
to external operators who have more experience to deal with the issue. Some further proof 
of the insignificant uncertainty factors can be observed in a number of incidents in study 1 
as behavioural uncertainty also provided mixed results and in some occasions, the results 
even run counter to TCE theory. Frequently, activities with a high level of uncertainty 
including restaurant and spa were chosen to be outsourced in study 1 rather than in-house 
operation as predicted by TCE because it was overruled by other factors such as a lack of 
hotel experience. Evidence of the opposite effect of uncertainty variables on outsourcing 
from the TCE prescriptions has been found in a number of previous studies. Ang and 
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Cummings (1997) found that uncertainty had a positive rather than negative effect on 
outsourcing. Likewise, a positive effect of environmental uncertainty on the level of 
outsourcing was also reported by Lamminmaki (2007) and Everaert et al. (2006). 
The contrasting results of TCE obtained from study 1 and study 2 are most probably due 
to the different settings of both studies. Study 1 aimed to explore the little known 
outsourcing phenomenon in the hotel industry in Thailand and subsequently derived 
hypotheses to be tested in study 2. Hence, depth of the data rather than generalisability 
was the central concern in study 1. Consequently, a small sample of mid and up market 
hotels in one particular location was deemed sufficient for this study. These sampled 
hotels were adequately representative of the mid and upscale hotels in Phuket but did not 
represent the entire sector of hotels in all locations of Thailand. Furthermore, CIT was the 
chosen method of study and thus only extreme cases of sourcing decisions were captured. 
Hence, due to limited sample size and extreme sourcing cases of study, a lack of 
generalisability and transferability of the findings was an inevitable limitation of this 
study. The results obtained from this first study appear only applicable to the sampled 
hotels in Phuket. However, this limitation was overcome in study 2 which involved 
gathering data industry-wide comprising a sample of all hotel types and locations. It was 
expected to be applicable to the entire hotel industry in the country. Therefore, due to the 
different nature of the two studies, the contrasting results were not surprising. 
Weak explanation of TCE to outsourcing in the hotel industry in Thailand 
Because study 2 provided more generalisable results than study 1, one conclusion drawn 
from this research is a frail explanation of TCE to the outsourcing practices in the hotel 
industry in Thailand. The weak explanatory power of TCE of study 2 has been explained 
above in section (1). This section will provide further justification for this. 
Olsen et al. (2008) argued that theories developed from the developed countries may not 
effectively apply to the situations in the developing world due to different business 
environments. They question: 
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... could the contemporary 
body of knowledge in hospitality strategic management that 
originated from research in the free-market economies of the developed world find 
transferability to the developing world? (p. 32) 
One of the reasons provided by Olsen et al. (2008) was the difference in industry structure 
between the developed and the developing world. Most hospitality operations in 
developing countries are dominated by SMEs whereas the research which is principally 
conducted in the developed world has focused on large organizations that dominate the 
industry. This is particularly relevant to this study as TCE has been developed in 
developed nations and its research has often been conducted in large manufacturing 
organizations. However, in this research, the study sample comprised mainly small and 
medium sized hotels which reflected the actual mix of hotels in the industry in Thailand 
(Tourism Authority of Thailand, 2006) and it is in line with other hotel research in 
Thailand (Weerakit and Ryan, 2008; Pananond, 2001). This is the first explanation to the 
incapability of TCE to explicate outsourcing in this study. 
Pananond (2001) argued that local hotels in Thailand fundamentally adopt a family-style 
management. Study 1 provided some evidence that small hotels in Thailand were mostly 
local and family owned and the managers/owners frequently made outsourcing decisions 
that cannot be explained by TCE. A number of hotels, for example, outsourced several 
activities only because those services were provided by businesses owned by a member of 
their family or a friend rather than any reasons explained by TCE. Outsourcing decisions 
were made only to support their own family/friends businesses. On a number of occasions, 
they admitted that they were not fully satisfied with the services they received but still 
preferred to put up with it in order to maintain personal relationships. 
Another reason explaining the failure of TCE is due to the low level of supplier 
competition in Thailand. Supplier availability was proven to have a positive relationship 
with the level of outsourcing. The t-test results in Table 7- 10 clearly indicate that hotels 
located in the minor tourism destinations outsourced hotel laundry, guest laundry and 
guest transportation less than the hotels located in the major tourism destinations with the 
level of supplier availability of the minor locations significantly lower in all of these 
activities. Moreover, both studies in this research provided a clear indication that supplier 
availability in many services to the hotel operations in Thailand was low in the major 
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destinations and even lower in minor destinations. Furthermore, existing suppliers 
provided inconsistent and frequently low quality services. 
As explained in Chapter 3, TCE assumes that, under market competition, the market offers 
lower production costs but higher costs of transaction than the firm. It has to be 
emphasized that this scenario generally occurs only in a competitive market as the 
suppliers are faced with competitive pressures to price low and provide efficient and 
quality services to survive the competition (Vining and Globerman, 1999). This situation 
is common in competitive economies such as North America and Europe where TCE has 
been extensively studied. In these developed countries, better products and services like 
restaurants (Ruggless, 2004; Hallam and Baum, 1996) and laundry (Leger, 2004) are 
commonly provided outside hotels. The external specialized suppliers are claimed to 
provide better and more efficient services due to the level of intense competition they face. 
In these instances, the suppliers are abundant and competing to provide numerous 
outsourcing options to the hotels and the outsourcing decisions could well be dictated by 
the cost of each transaction. This is consistent with the argument of TCE as the suppliers 
in these economies provide more efficient production than the hotels. 
In contrast, the results indicated the opposite in this study as well as other hotel 
outsourcing studies in developing economies such as Lai (2007) in Taiwan and Lam and 
Han (2005) in China where the supplier markets are immature. Furthermore, within the 
generic business context, Lau and Zhang (2006) discovered a lack of capable service 
providers as a major obstacle to outsourcing in China. 
It can be concluded that low supplier availability has three effects on outsourcing in 
Thailand which hinder the role of TCE. First, due to a low level of supplier competition, it 
was claimed by the interviewees in study 1 that the suppliers often provided unreliable, 
low quality and inefficient services. Second, the outsourcing opportunities of a number of 
activities in various locations most particularly those belonging to the minor destination 
group were limited because many services were not even available in the local market. 
Many managers voiced the opinion that they preferred to outsource if the services were 
available but that they were forced to operate the activities in-house as they could not 
identify an appropriate contractor. This clearly indicates that the supplier markets are 
underdeveloped. Third, on many occasions, hotels particularly the larger ones were 
223 
Chapter 8 Discussion 
capable of operating the services more efficiently and hence at lower production costs than 
suppliers and at the same time were able to control the quality to better meet the level they 
anticipated. One of the reasons was due to the lower cost of labour in Thailand. This puts 
less cost pressures on hotels and allows them to operate many services in-house rather 
than outsourcing and needing to tolerate the unreliable external services. Another reason is 
because, in Thailand, hotels normally provide more attractive compensation and job status 
and thus can attract higher quality employees than the suppliers (NESDB, 2003). 
Consequently, if the hotels decide to operate a particular service in-house, it can normally 
perform better than the external suppliers. This is the reason that better restaurants, spas 
and other services are always found in hotels rather than external operators. However, 
smaller hotels were not able to afford in-house operations of many activities especially the 
high capital activities such as laundry and guest transportation because it was 
uneconomical for the size of the hotels. These hotels still needed to outsource the services 
and were forced to find a way to accommodate the unpredictable services they received. 
For example, most small hotels outsourced laundry and often faced unreliable delivery 
services. Rather than insourcing the laundry operation, they found it cheaper to invest 
more on the linen and hold a higher par level in stock for emergency use when delivery 
was delayed. 
Therefore, the above argument illustrates that TCE did not explain outsourcing decisions 
well in this research due to the business environment of the industry which is distinctive 
from that of developed economies. Commonly, the managers of local hotels that dominate 
the industry make outsourcing decisions that cannot be explained by TCE. Furthermore, 
the underdeveloped supplier market in Thailand does not necessarily offer more efficiency 
and lower production cost than in-house operations as expected by TCE. Consequently, 
TCE failed to provide a clear explanation to the outsourcing practices in the hotel industry 
in Thailand. 
A comparable research to this study which was conducted in a developed economy is the 
hotel outsourcing research conducted by Lamminmaki (2007; 2003). Lamminmaki 
employed TCE as the primary theory to examine the outsourcing practices in hotels in 
Australia and used similar measurement scales to this study. However, potential 
discrepancies are borne in mind as her research involved a much smaller sample size so 
the results might not permit generalisability and the focus was only on large hotels rather 
224 
Chapter 8 Discussion 
than all hotel types like this research. Her results showed that the levels of outsourcing in 
many services such as laundry (63.23% : 24.04%), security (48.23% : 31.93%) and 
guestroom cleaning (15.92% : 9.61%) are considerably higher than this study. The 
percentages are indicated in the parentheses where the first figures represent the 
outsourcing levels in Australian hotels and the second numbers are the outsourcing levels 
in Thailand. This is consistent to the point made in this discussion as a much higher level 
of supplier competition in Australia is expected and thus this possibly leads to the higher 
outsourcing levels. Even though, large hotels in the Australian study implies a higher level 
of frequency than the majority of SME hotels in this research and thus low levels of 
outsourcing can be expected based on TCE. Nevertheless, due to the greater levels of 
supplier availability, the outsourcing levels in Australia were still higher than in Thailand. 
In addition, Lamminmaki also found relatively more substantiation to TCE than this 
research even though the level of support was not substantial. The findings of 
Lamminmaki provided support to almost all variables of TCE including some elements of 
asset specificity, behavioural uncertainty, frequency and supplier availability except 
environmental uncertainty. Therefore, the comparison of this research to Lamminmaki's 
studies verifies the argument in this section. 
8.3 The role of non-TCE factors 
The second result obtained from this research showed that TCE was far from providing a 
complete explanation. The findings of both studies offered consistent confirmations that 
traditional TCE on its own could not fully explain the outsourcing, phenomenon and 
confirmed additional non-TCE variables. Capital requirement, hotel experience, guest 
contact and level of profit were the new variables identified in study I and they clearly 
affected the respondent's outsourcing decisions. In study 1, all these factors, with the 
exception of capital requirement, negatively moderated the asset specificity and 
outsourcing relationship. These factors were also found to exert influences independently 
from the forces of asset specificity. In a number of incidents, decisions were made simply 
on the basis of potential return on investment such as in many spa operations. Similarly, 
the lack of prior knowledge and experience of the hotel was the reason to outsource a 
number of activities such as restaurant, guestroom cleaning, security and spa. However, 
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only hotel experience and level of profit were significant in two and one activity 
respectively among these non-TCE factors in the second study. The findings of these 
variables were therefore not substantial. 
The above view of a necessity to modify TCE is shared by various scholars who proposed 
to adjust TCE and incorporate additional variables or theories to study outsourcing (such 
as Mclvor, 2009; Gulbrandsen et al., 2009; Holcomb and Hitt, 2007; Lamminmaki, 2007; 
Everaert et al., 2006; Bello et al., 1997; Erramilli and Rao, 1993). Mclvor (2009, p. 45) 
mentioned that "neither transaction cost economics nor the resource-based view alone can 
fully explain the complexities of outsourcing" and emphasized the need to integrate the 
two theories to study outsourcing. Similarly, Bello et al. (1997) stated that using 
transaction costs alone in determining the governance structures is inadequate and they 
persisted in incorporating production costs also. In fact, the influence of production costs 
on sourcing decisions has been empirically evidenced in Walker and Weber (1984) and 
Ang and Straub (1998). According to Bello et al. (1997), capital requirement, scale effects 
and experience effects are the key factors that drive production costs. The scale effects 
factor is similar to the frequency or hotel size variable and the experience effects factor is 
comparable to the hotel experience variable. Hence, in line with the production cost notion 
of Bello et al. (1997), capital requirement, frequency and hotel experience were the 
significant factors of the production costs aspect in this research, although frequency also 
related to TCE. 
The results of study 2 showed marginal support to TCE and the two non-TCE factors 
(hotel experience and level of profit) mentioned above. It was clear that the effects of TCE 
on outsourcing decisions were mainly driven by the availability of suppliers and to some 
extent by the size of work (frequency) or hotel. Moreover, the experience of hotel 
management and the profit level of the activity further provided some additional 
explanation for TCE. The availability of suppliers was particularly prominent, while size 
of work/hotel, hotel experience and level of profit were moderate. This indicates that 
outsourcing decisions of the hotels were rationalized based on what was available in the 
market the hotel's own production capacity and the profit maximization opportunity. 
Furthermore, hotel experience and frequency or the size of job/hotel also played an 
important role in shaping the sourcing decisions of a number of transactions in study I and 
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hotel experience was also confirmed in study 2. Hence, in addition to TCE, the production 
cost factors clearly exerted reasonable effects on the outsourcing decision. 
Capital requirement played a significant role in determining the sourcing decisions in 
study 1 but it was found insignificant in study 2. Traditional TCE does not take the levels 
of the required generic capital investment into consideration but focuses merely on the 
specific assets. In this research, especially study 1, the fact that the sourcing decisions 
were greatly dictated by the level of specific asset investments has been established. 
However, the results in study 1 also clearly suggested that general capital requirement, 
regardless of being specific or nonspecific, was a key concern in many of the incidents 
discussed by the respondents. 
In study 1, capital requirement was particularly significant in the laundry operations of 
most small hotels as they could not afford high set up costs and needed to rely on external 
providers who had scale economies. Furthermore, the findings of capital requirement was 
to some extent in line with the results of Erramilli and Rao (1993) who also demonstrated 
that capital intensity strengthened the inverse relationship between asset specificity and 
entry-mode choice but this was only at lower levels of capital intensity. They, however, 
did not find support at a higher capital intensity level. Furthermore, it was predicted by 
Bello et al. (1997) that transactions requiring high capital investment would generally 
relate positively to outsourcing. However, the direct effect of capital requirement was 
proved insignificant in all data sets but the indirect effect was found significant with a 
reverse direction in guest laundry in study 2. The failure to confirm this factor was also 
similar to Murray and Kotabe (1999) who confirmed capital intensity as an insignificant 
moderator to the asset specificity and insourcing relationship. 
One possible explanation to the insignificant effect of capital requirement is that hotels 
were generally more concerned with the return on investment rather than the level of 
required capital investment itself. This was evidenced in study 1 where the concern of 
capital requirement was mainly expressed only by the managers of smaller hotels and 
mostly in relation to the laundry operations. It was uneconomical for them to invest in 
costly operations. However, larger hotels were much less concerned with the cost of 
investment as long as the return on investment was achieved. An example of this is 
restaurants which require high capital investment particularly in kitchen equipment. 
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However, most hotels did not want to outsource this job because it potentially generates a 
high level of profit. 
In addition, the findings about guest laundry indicated that capital requirement 
strengthened rather than weakened the negative relationship between general asset 
specificity and the level of outsourcing. This means that hotels were willing to operate 
guest laundry in-house provided that it requires specific asset as well as general capital 
investment. This finding is not totally surprising as some similar evidence was available in 
study 1. A number of hotels in study 1 were planning to operate their own guest laundry 
services and outsource the laundry operations for the hotel linen due to two reasons. 
Firstly, guest laundry demands a greater level of temporal specificity as guests frequently 
require express services. Secondly, guest laundry requires much less capital investment 
than a larger scale of laundry for hotel linen. Hence, capital requirement was not 
particularly a major issue for guest laundry and this characteristic was indicated in Table 6 
-1 in Chapter 6. For these reasons, operating guest laundry in-house and outsourcing 
hotel linen laundry was an option preferred by a number of hotels in study 1. 
The sampled hotels that were more experienced in operating the investigated activity 
tended to adopt insourcing decisions in both studies. The hotel experience result is 
consistent with the empirical findings of Bigelow and Argyres (2008) and Everaert et al. 
(2006) who found organization's knowledge and experience having a strong negative 
relationship with outsourcing. Moreover, it confirmed the production cost hypothesis of 
Bello et al. (1997) but it contradicted to the Walker and Weber (1984)'s contention for a 
positive relationship between buyer experience and outsourcing based on the transaction 
cost perspective. The result of this variable may indicate that the experience of the 
organization affects its production costs more than transaction costs. Furthermore, prior 
knowledge and experience of the hotel in operating certain activities is consistent to the 
capability concept of RBV. The finding of this variable is comparable to the result of 
RBV-based outsourcing studies in the hotel sector undertaken by Espino-Rodriguez and 
Padron-Robaina (2005a) and Espino-Rodriguez and Gil-Padilla (2007). These authors 
confirmed that hotels do not outsource activities where they have greater capability than 
external suppliers. Hotels would have lower operational capability in the activities they 
choose to outsource. Other hotel outsourcing research including Lamminmaki (2007) also 
validated hotel experience as a strong predictor of outsourcing. 
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Level of profit and guest contact were two additional factors identified in this research that 
are not recognized under TCE nor production cost. Although level of profit is not related 
to the cost of production, it can to some extent be classified under the production side 
rather than transaction cost. Level of profit of the activity has not been identified as an 
outsourcing factor in previous literature. The lack of attention to this factor is not 
surprising given that outsourcing of revenue generating transactions have been rarely 
investigated. 
Past research (such as Espino-Rodriguez et al., 2008; Espino-Rodriguez and Padron- 
Robaina, 2005a; Gorg and Hanley, 2004; Gilley and Rasheed, 2000) examined only the 
relationship between the firm's overall profit or performance and the level of outsourcing. 
However, this study has evidently illustrated the reverse relationship between the amount 
of profit at the activity level and the outsourcing intention of that particular activity for the 
restaurant data set. This result reinforced the profit maximization rationale of the hotel 
managers who aimed to retain all possible premium profits in-house. 
Nevertheless, despite significantly verified in the restaurant data set, level of profit was not 
confirmed in the other two factors including guest laundry and guest transportation. It is 
interesting to note that both study 1 and study 2 clearly indicated that hotel restaurants 
normally generate much higher profit than guest laundry and guest transportation. The 
attractiveness of hotel restaurant profitability realised in this research is also similar to the 
finding of a study into profitability of hotel food and beverage in Thailand by Chaiyasain 
(2003) who presented that, apart from the accommodation income, the food and beverage 
department in a hotel in Thailand normally generates a much higher level of profit to the 
hotel than any other services. One of the reasons explaining this is because guests tend to 
spend a much larger portion of their budget on food and beverage in the hotel than 
laundry, transportation and any other in-house services (Tourism Authority of Thailand, 
2007). According to Tourism Authority of Thailand (2007), the size of tourist spending on 
food and beverage was ranked third after accommodation and shopping. In addition, a 
number of hotel managers in study 1 clarified that they would never outsource their 
restaurants due to their high profitability. Hence, this finding may suggest that only a high 
level of profit of the activity matters to the outsourcing decisions. 
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Furthermore, the effect of guest contact reflects the nature of high contact service and 
thus is unique to the consideration of hotel outsourcing. The results of this factor were 
mixed in this research. It received some support in study I but the support was not as 
strong as the other factors. To a certain degree, the finding of study 1 was consistent to 
Murray and Kotabe (1999)'s study as they discovered that firms would be more likely to 
source high specific inseparability services internally. However, guest contact was proved 
to display no effect to the level of outsourcing in study 2. It was of no concern because, as 
noted in the study 1, hotels would carefully select the most trustworthy contractor in 
dealing with guest contact service, if outsourcing was preferred. 
8.4 The role of control variables 
The control variables in the model suggested that the location and size of hotel mattered in 
outsourcing decisions and thus the findings could not apply to different locations and sizes 
of hotels. The finding of location is consistent to the view of Ono (2007) who provided 
evidence that level of outsourcing tends to be greater in the "thicker" local markets that 
have more suppliers available to the firm to outsource. The importance of supplier 
availability has been greatly recognized in the earlier section in this chapter. As reported in 
Table 7- 10, the level of supplier availability was significantly higher in the major tourist 
destinations and thus the thicker markets. Therefore, the results confirm that more 
outsourcing can be expected in hotels located in the thicker markets, the major tourist 
destinations. 
Moreover, the findings indicated that hotels located in larger cities or tourist destinations 
4 might benefit from a greater operational scale of the specialist suppliers operating in the 
areas. This is particularly the case for activities such as laundry and security that are low in 
asset specificity and a number of industries in the local area use the service intensively. 
Because of low levels of specific requirements, these services can be offered to various 
industries such as department stores, hospitals and offices with little adaptation required. 
This permits a greater level of economies of scale to the service providers and the benefits 
can be passed onto the hotels. Similar empirical evidence in different services can be 
illustrated from the past empirical studies such as legal services as service providers in 
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Ono's study (2007), and the manufacturing sector (Holms, 1999) and the hospital industry 
(Coles and Hesterly, 1998b) as firms outsourcing services. 
In addition, the impact of size has also been realized in section 1 of this chapter. The 
results indicated that less outsourcing intentions could be expected in larger hotels and it is 
in line with the previous literature by Spekle et al. (2007) who found that larger firms were 
inclined to internalise internal audit activities, whereas, smaller firms tended to outsource 
these services. Similarly, Coles and Hesterly (1998b) provided evidence to support the 
negative relationship between size of hospital and decision to outsource industry specific 
services. 
However, other control variables including GM's discretion to outsource. level of service 
and types of management had no influence on the outsourcing decisions of the hotels in 
this study. This would indicate that the findings are applicable to all types of hotels in 
terms of these variables. Level of service is similar to the hotel quality variable in the hotel 
outsourcing study by Lamminmaki (2007) who provided little support to this variable. 
Higher quality hotels were found to outsource less laundry but no relationships were 
established in the food and beverage, housekeeping and general maintenance data sets. 
Types of management can be associated with the family ownership variable identified by 
Everaert et al. (2006) as it was explained earlier that local hotels tend to adopt a family 
style of management. The result of this study is similar to the findings of the study 
conducted by Everaert et al. as they provided no evidence to support its effect on 
outsourcing. 
8.5 The robustness of the model 
Two issues with regard to the overall robustness of the model are discussed in this section. 
First, will be a discussion of the overall capability of the model in predicting the level of 
outsourcing of this study and secondly, the extent to which this model can potentially be 
applied to other industry settings will be evaluated. 
The first issue relates to the weak explanatory power of the model. In general, the ability 
of the model to explain outsourcing was relatively low compared to other outsourcing 
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research using TCE (such as Spekle et al., 2007 with R2 ay= . 
576 and . 
629 and Everaert et 
al., 2006 with R2 ad; = . 373). 
Only R2 ad) level of between . 085 - . 127 was 
found in most 
activities despite a large number of predictor variables. An exception of the hotel linen 
laundry data set was noted as it offered R2 dj of . 198. Despite showing a 
higher level of 
R2 add than any other activities, 
it is still considered low compared to other outsourcing 
using TCE in other industries but is similar to the previous research in the hotel sector by 
Lamminmaki (2007). 
In addition, only five variables from 27 predictor variables including the moderating 
effects and control variables, offered some explanation in the model at least in two 
activities. These included general asset specificity, frequency/size, supplier availability, 
location and hotel experience. However, it appeared that each activity tended to have a 
different mix of these significant variables in explaining them. Therefore, this suggests 
that the activities were not homogenous in terms of outsourcing factors. This mirrors the 
different characteristics of each activity presented in Table 6-1. Furthermore, as 
I 
I 
expected, the variability of the features among these activities made each one unique for 
the managers to make outsourcing decisions. In other words, if these variables were to be 
used in a generic outsourcing model, it might successfully predict outsourcing of one 
activity but would not effectively predict outsourcing of other activities. Therefore, the 
revised model for each activity was generated. Nevertheless, two variables - supplier 
availability and location - emerged from the findings as being applicable to most activities 
as they provided highly consistent results in most data sets. Therefore, in terms of 
generalisability of the results across different activities, only supplier availability and 
location can be reasonably transferable. 
It is also clear from the results that the outsourcing decisions made were explained little by 
the theories and variables investigated. This may indicate that hotels in Thailand do not 
follow the rationale suggested by theories provided in the literature when making the 
sourcing decisions. The reasons that TCE failed to predict outsourcing in Thailand have 
been explained in the previous section. 
The second issue is whether the findings can in fact be applicable to other types of 
industries. The variables discovered to provide explanation in this research are relatively 
general factors in a sense that they might possibly be valid in different industries including 
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manufacturing sectors. The results of the research were not different from research 
conducted in manufacturing industries. All variables unique to service operations such as 
procedural asset specificity, temporal asset specificity, site specificity (services delivery 
on-site), environmental uncertainty (including demand uncertainty and operation 
requirement uncertainty), behavioural uncertainty (complexity of the service task) and 
guest contact were found to offer little or no explanation for the level of outsourcing. 
These variables were operationalised to capture the nature of hotel operational services. 
On the other hand, the significant variables including general asset specificity, supplier 
availability, location, frequency/size, hotel experience and level of profit were measured in 
general terms which could be applied to both service and manufacturing operations. 
Hence, it can be argued that the findings from this study are potentially applicable to other 
types of industries in developing economies. 
8.6 Conclusion 
This chapter has provided detailed discussion and evaluation of the key findings of both 
studies in this research as to what extent they are consistent to previous research together 
with the possible justifications. Overall, the discussion was centred on four themes 
including the role of TCE, the role of non-TCE factors, the role of control variables and 
the robustness of the model and it can be summarised below. 
" Contrasting results of TCE from study 1 and study 2 were found due most likely to 
the different settings of both studies. Due to different aims of the studies, study I 
focused on in-depth data from small sample of mid and up market hotels in one 
_. particular 
location but study 2 aimed to generalise the result by using postal survey 
in all classes of hotels nation-wide. Furthermore, a weak explanation of TCE to 
outsourcing in the hotel industry in Thailand was probably due to the business 
environments of the industry which are distinctive from the developed economies. 
The industry in Thailand is dominated by local small and medium sized hotels that 
adopt family style of management and often make outsourcing decisions that could 
not be explained by the TCE rationale. Furthermore, a low level of competent 
suppliers in Thailand could not enable the market to provide adequate efficient and 
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quality services to hotels. This condition is different from what is assumed by 
TCE. 
9 In addition, the findings of both studies offered consistent confirmations that 
traditional TCE on its own could not fully explain the outsourcing phenomenon 
and confirmed some additional non-TCE variables. It can be concluded that 
outsourcing decisions of the hotels were rationalized based on what was available 
in the market, the hotel's own production capacity and the profit maximization 
opportunity. 
" As for the control variables in the model, location and hotel size were found to be 
strongly relevant in outsourcing decisions. This indicates that the location and size 
of hotel do matter in outsourcing decisions and thus the findings could not be 
applicable to different locations and sizes of hotels. Furthermore, hotels located in 
larger cities or tourist destinations could take advantage from a larger operation 
scale of the specialist suppliers operating in the areas that offer services to hotels 
and other industries. 
" Finally, the model investigated in this research appeared to provide weak 
explanation to outsourcing in the hotel industry in Thailand. The outsourcing 
decisions made were explained little by the theories and variables investigated. 
However, it was noted that the findings from this research could potentially be 
applicable to other types of industries in developing economies as none of the 
service related factors tested in the study 2 was found significant. 
The next chapter will provide conclusion to the research in terms of contribution of the 
research. In addition, limitations of the research will be noted and recommendations will 
be made in this final chapter. 
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9.1 Introduction 
This chapter provides the conclusion to the thesis. The theoretical contributions of the 
study and the implications to industry will be drawn from the research. The study's 
limitations will be presented and the recommendations for future research will be made. 
The chapter will end with the final concluding remarks. 
9.2 Contribution of the research and implications for the industry 
This research examined the outsourcing phenomenon in the hotel industry for which 
limited empirical evidence is available from previous studies. The merits of the research 
can be grouped into two areas, these are the academic contribution of the research and the 
practical implications for industry of the study. 
Academic contribution 
From an academic point of view, this research makes two areas of contribution towards 
the outsourcing literature and TCE theory. To begin with, it contributes to outsourcing 
research by providing a framework that facilitates better informed outsourcing decisions in 
the hotel sector. The findings can assist hotel managers, at least in Thailand, to make 
outsourcing decisions based on the determinant factors, the features of the hotel properties 
and the types of activities. The findings also highlighted the fact that each activity is 
different in terms of factors influencing its outsourcing decisions and thus a generic 
outsourcing framework is not applicable to all types of activities. 
This research has established frameworks that comprised many variables including TCE 
and non-TCE factors and tested them to increase understanding of the outsourcing 
practices. Capital requirement, hotel experience and guest contact are relatively new while 
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level of profit at the activity level is a completely new variable that has been introduced to 
the outsourcing literature in this research. 
The findings of supplier availability and location provide significant contributions to the 
outsourcing literature by offering immense support to previous research. The results of this 
research have implied that a low number of competent suppliers available in the market 
might lead to contracting difficulties and thus hotel managers were reluctant to outsource. 
This finding confirms previous outsourcing literature such as Ono (2007), Holmes (1999), 
Pisano (1999) and Bello et al. (1997) in the generic business context and some research 
studies undertaken by Lamminmaki (2007), Lai (2007) and Lam and Han (2005) in the 
hotel industry who have provided evidence that supplier availability has an inverse 
relationship with the level of outsourcing. Moreover, the findings provide evidence to 
support that hotels located in larger cities or tourist destinations may benefit from a greater 
operation scale of the specialist suppliers operating in the areas. Larger cities and major 
tourist destinations permit a greater level of economies of scale to the service providers 
and the benefits can be passed on to the hotels. This finding provides strong substantiation 
to existing outsourcing literature such as Ono (2007), Holmes (1999) and Coles and 
Hesterly (1998b). 
Furthermore, as this research involves a large sample that represents the entire industry 
including small hotels, the results are applicable industry wide. The findings also, to a 
certain extent, provide an indication that the frameworks can possibly be applied to other 
different industries including manufacturing as none of the factors unique to the hotel or 
high-contact service industries was found significant. This issue, however, is worth 
investigating further. 
"-Iq 
In addition to the frameworks, the methodology of the research makes a significant 
contribution to the outsourcing and TCE literature. Many previous outsourcing studies 
employed a multi-method approach to research. These normally comprise a combination 
of in-depth interviews and postal surveys (Lamminmaki, 2003,2007; Coles and Hesterly, 
1; 1998a, 
b). However, this is the first study in outsourcing and TCE that adopts a multi- 
method by combining CIT and a postal survey. This study has successfully introduced CIT 
to the outsourcing and TCE literature. CIT is considered very practical to studying 
outsourcing as each outsourcing decision can be treated as a separate incident. 
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Another key academic contribution is towards the TCE theory. This research has 
attempted to verify TCE and as a result interesting insights into the theory have been 
revealed. One of the main findings is the illustration of the weak explanatory power of 
TCE to the industry in Thailand. It has demonstrated that TCE which normally provides a 
luminous framework to studies in the developed world does not properly work in the hotel 
industry in the developing countries like Thailand. This is due to differences in the study 
conditions of the business environment in Thailand which are distinctive from the 
developed economies where TCE was developed. Unlike developed countries, the industry 
in Thailand is dominated by small and medium sized properties, experiences low supplier 
competition and has low labour costs. Generally, the managers of local hotels that 
dominate the industry make outsourcing decisions that cannot be explained by TCE. 
Furthermore, the low supplier market competition in Thailand does not normally offer 
more efficiency and lower production cost than in-house operations as assumed by TCE. 
These are the factors contributing to the failure of TCE in this research. This finding has 
ý` provided a strong supporting evidence to the view of Olsen et al. (2008) who conceptually 
argued that theories developed from the developed countries may not effectively apply to 
the situations in the developing world due to different business environments. This 
research has effectively proved that TCE is less useful in an economy that lacks supplier 
competition. 
In addition to the economic differences, another contribution is the implication of the 
research that the hotel industry is possibly responsible for the insignificant effect of asset 
specificity. This factor has been consistently a strong outsourcing predictor in the 
manufacturing industries such as automobile (Bigelow and Argyres, 2008), electricity 
generation (Saussier, 2000), aerospace (Masten, 1984), chemicals (Lieberman, 1991) and 
offshore oil gathering (Hallwood, 1991). However, lack of support was found in the hotel 
sector of this study and Lamminmaki (2007), implying that specific investments may not 
be a key issue in the hotel industry. 
Another area of contribution of this research in relation to asset specificity is the evidence 
to illustrate that asset specificity elements were uncorrelated and highlighted the need that 
they should be treated as separate constructs. This is in line with some previous research 
such as Lamminmaki (2007), Artz and Brush (2000) and Coles and Hesterly (1998b) who 
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have demonstrated that asset specificity consisted of a number of unique dimensions and 
they were treated as distinct variables. 
Furthermore, this research has provided argument and supporting evidence that TCE 
should investigate both direct and indirect effects of the variables. Past research has often 
ignored the indirect relationships and chosen to concentrate on the main effects 
(Lamminmaki, 2007; Morill and Morrill, 2003; Aubert et al., 1996a; b). Although the 
findings in study 2 suggested that the indirect effects were not substantial, however, the 
interview results clearly demonstrated the relevance of the indirect effects. Therefore, in 
order to obtain a complete result of TCE, it is necessary to examine both direct and 
moderating effects. 
Another area of contribution towards the TCE theory is by providing confirmation that it 
is essential to incorporate other non-TCE factors in order to enhance the prediction of 
outsourcing. This research has clearly shown that the outsourcing practices could not be 
completely explained by TCE alone and advocated modifying this theory by adding non- 
TCE factors. This finding provides big support to the view that outsourcing is a complex 
phenomena and thus TCE on its own may not necessarily provide a complete explanation 
and that modifying TCE is necessary (such as Mclvor, 2009; Gulbrandsen et al., 2009; as 
Gulbrandsen et al., 2009; Bigelow and Argyres, 2008; Holcomb and Hitt, 2007; 
Lamminmaki, 2007; Everaert et al., 2006). Adjusting TCE in this research has enhanced 
the prediction of outsourcing. The non-TCE factors identified in this research that could be 
considered to complement TCE in explaining outsourcing include capital requirement, 
hotel experience, guest contact and level of profit. Hotel experience and level of profit 
were particularly notable in this research as they provided significant results in both 
studies. 
Practical implications 
A number of practical and managerial implications have been raised from this research. 
The implications can be directed towards three groups including hotel managers, 
government bodies and suppliers of the services to hotels. 
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1) Hotel managers 
This research provides practical guidance to assist hotel managers in Thailand when 
considering sourcing decisions. Hotel managers are advised to reflect on the findings when 
making outsourcing decisions by following the effects of the determinant factors, types of 
properties and types of activities. Activities that are likely to be outsourced would be those 
that are 
" Low in general asset specificity 
" Small in volume of work and/or size of hotel 
" High in supplier availability 
" Low in hotel knowledge and experience 
" Unable to generate a high level of direct profit to the hotel 
There is also a likelihood that the degree of outsourcing would be greater in the major 
tourist destinations and small hotels. Moreover, laundry operations for hotel linen and 
guests are more complex for managers to make outsourcing decisions about comparing to 
other activities as their levels of outsourcing have been shown to be affected by far more 
variables. 
In addition, both study 1 and study 2 have signified an interesting implication to practicing 
managers in relation to activities which are high in asset specificity and generate high 
direct profit margins to the hotels but where the management of the hotel lacks operational 
knowledge and experience such as spas. Hotel managers should make an initial investment 
in the facilities and equipment to avoid potential hold ups with suppliers due to asset 
specificity and outsource only the operations for a short time period. Since the investment 
is made by the hotel, this should assist hotel management to negotiate short term contracts 
with the contractor. The contract period should be short but sufficient to allow hotel 
management to obtain the operations know-how and experience from the contractor. Then, 
the hotel management is advised to fully insource the operations at the completion of the 
contract to realize the full profit of this activity. 
Furthermore, outsourcing should be considered when the hotel is too small and the activity 
requires a high level of capital investment such as laundry operations to take advantage of 
economies of scale, provided that the contractor can capture these scale economies. 
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However, in-house guest laundry might be preferred by larger hotels as it requires a higher 
degree of temporal specificity but less capital requirement than laundry for hotel linen. 
The findings of both studies have consistently highlighted the importance of supplier 
availability. As the outsourcing market is immature, a very small number of quality 
outsourcing suppliers are currently available to the hotels in Thailand. This is comparable 
to the situation in China as described by Lam and Han (2005) and thus two 
recommendations similar to these authors are offered: 
" Firstly, as a consequence of low supplier availability, hotel management had 
difficulty naming trustworthy and competent contractors. It is very important for 
hotel management to evaluate the expertise, past performance and reputation of 
identified potential contractors when making outsourcing decisions. Management 
should make site visits to other hotels where the supplier is operating and test the 
services, if practical, to gather background information for consideration. 
" Secondly, as low and unreliable services are experienced by hotels due to a lack of 
competent suppliers, hotel management is advised to form an outsourcing 
committee that consists of senior managers to examine outsourcing practices. The 
committee should work closely with suppliers in managing the partnership and 
assessing the contractors' performance. Service quality and guest satisfaction of 
the services provided by the contractor should be regularly monitored and the 
contractor should be provided with the feedback. 
A combination of low quality suppliers and high capital requirement has presented great 
pressures to smaller properties. Small hotels have been advised earlier to outsource a high 
capital activity such as laundry to realize the economies of scale provided by the 
contractors. However, as there are currently only a few competent suppliers available for 
outsourcing, hotels in Thailand are presented with the following recommendations at least 
for the foreseeable future: 
" Independent small and medium sized properties are advised to form alliances to the 
level that optimum scale of economies is achieved to co-invest and share the high 
capital operations such as laundry. The operation can be a separate company that 
acts as a profit centre but its ultimate goal is to provide the efficient services 
expected by the member hotels. However, investing and running the operations by 
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the networked group of hotels may require special and different sets of expertise 
other than the hotel management skills. An alternative option is to make use of the 
sheer size of the group to negotiate and put pressures on the existing suppliers to 
provide improved services to the hotel members. 
" Chain hotel properties within close proximity are also advised to operate a central 
operation to deal with the high capital services by offering services to the hotels 
within the chain. This can also help reduce the temporal and the procedural 
specificity required by the chain. This strategy has been successfully practiced by a 
number of chains or groups in Phuket such as the Laguna and the Merlin Groups. 
2) Government bodies 
The availability and quality of suppliers should be a major concern to the Thai 
Government bodies. Tourism is significant to the Thai economy and one of the objectives 
of the Government is to improve the quality of services and operational effectiveness of 
the hotel industry to promote competitiveness of the nation's tourism industry (NESDB, 
2006; Ketels, 2003). The competitiveness of the hotel industry in Thailand depends on 
various factors. A set of strong related and supporting industries is one of the key factors 
identified by Porter (1990). According to Porter, when local supporting industries are 
competitive, hotels enjoy more cost effective and innovative outputs. Therefore, in order 
to increase the competitiveness of the hotel sector, the appropriate supporting industries 
must also be developed. To achieve this, government bodies are recommended to: 
" Identify the key supporting businesses to the hotel industry and offer incentives to 
these businesses to improve the supply of these services. 
" Provide short term subsidies and tax incentives to the supporting businesses to 
promote new entrants and competition. 
" Provide education and training to improve the skill level of workers of the 
supporting businesses. 
" Enforce service standards in the supporting businesses and encourage them to 
adhere to operational standards. 
This view is in line with Kirsten and Rogerson (2002) who argued that the government 
should create programmes and incentives to support the development of companies that 
provide supporting services to the hotel sector. 
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3) Suppliers 
The immature market presents vast opportunities for numerous businesses to step up and 
provide the quality services needed by the hotels in Thailand. It is necessary that the 
service provider be able to capture the economies of scale and supply efficient and cost 
saving services. Furthermore, contractors must regularly evaluate the satisfaction of hotels 
toward their services. The operator needs to gather feedback from the hotels in relation to 
the hotel's expectation and the perceived performance to improve the quality of services. 
9.3 Limitations of the research 
Although this research has offered interesting findings and the test of TCE is 
comprehensive, it comes with a number of limitations that must be borne in mind. These 
include the following: 
1) Generalisability of study I 
A limitation of study 1 was noted earlier in the discussion section. The findings of 
study 1 were drawn from CIT involving 64 cases from 22 hotels from one location. By 
adopting CIT, only extreme cases were provided for analysis. In addition, the sample 
size was small and although it adequately represented the mid and upscale hotels in 
Phuket, it did not represent the entire sector of hotels in all locations of Thailand. 
Hence, the limited sample size and extreme sourcing cases of study could lead to a 
lack of generalisability and transferability of the findings. The result obtained from 
this study was noted that it was applicable only to the sampled hotels in Phuket. 
2) Measurement issues of study 2 
Another shortcoming of this research relates to the measurement of variables of study 
2. Three issues need to be noted when interpreting the results. Firstly, there were too 
many variables to investigate. The redundancy was highly possible where some 
variables overlapped each other. Tabachnick and Fidell (2007) argue that multiple 
regression will perform best when each predictor variable strongly correlates to the 
dependent variable but uncorrelates to other predictor variables. They suggest 
including as few predictor variables as possible where each variable predicts a 
substantial result. This limitation was partly addressed by including only the 
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significantly correlated variables with the dependent variable and removing one of the 
paired variables that had a multicollinearity problem. 
Secondly, due to the fact that this study attempted to investigate many variables and 
asked for six activities, many of the variables were measured with a single item. The 
objective was to limit the questionnaire to the size appealing to respondents i. e. hotel 
General Managers who have limited time. Furthermore, this study has followed the 
measures used in past research for a number of variables and the questionnaire has 
been pretested for content validity. Although single item measurement of many 
variables in this study seemed appropriate for the above reasons, Churchill (1979) 
cautioned that it might not always accurately measure the concept. 
Thirdly, the respondents were asked to indicate their opinion in most variables. 
Although this approach is consistent with previous outsourcing and TCE research, this 
issue should be noted as a possible limitation. Asking for an opinion is subjective and 
may not completely mirror reality as the data are "based on respondents' stated beliefs, 
rather than on their beliefs or valuations as revealed through choice" (Klein, 2005, p. 
440). 
3) Low response rate of study 2 
Despite considerable effort to maximize response rate, a relatively low response rate of 
14.60% was obtained because the nature of the questionnaire which required 
respondents to have a fair amount of knowledge of the sourcing practices in their 
hotel. Many managers put it off due to time constraints. However, this was not a major 
limitation as it still provided a large number of case observations (greater than 300) for 
each activity and the sample was free from non-response bias. 
4) Generalisability of study 2 
Because this study examined only hotels in Thailand, the findings may not be 
generalisable to hotels in other countries. Moreover, this study investigated only the 
hotel sector. Even though the discussion part in this chapter attempted to compare the 
findings with other industries, the results are still generally applicable to the hotel 
industry only. 
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9.4 Recommendations for future research 
Future research efforts may focus on the issues raised from the findings and limitations of 
this research. First, as mixed findings were found in the two studies and the results of the 
study 1 were applicable to only limited groups of hotels and certain locations, it would 
therefore be valuable to conduct a similar CIT study which involves a larger sample and 
all types of hotels. The results can then be compared with this study. 
Second, due to the limitations in respect to genealisability and the weakness of TCE of this 
research, researchers are advised to apply similar studies to other developing countries and 
developed economies to see if TCE is in fact applicable to different types of economies. 
Furthermore, it would be interesting to investigate whether the models are transferrable to 
other high contact service industries such as universities, hospitals and airlines to compare 
the results with this study. Future studies should also be broadened to apply to other less 
service dominated and manufacturing industries. 
Third, due to the number of variables and the limitation of questionnaire space, this 
research has been forced to adopt single item measurement for many variables. This issue 
has been acknowledged in the limitation section. Therefore, future research is advised to 
concentrate on fewer variables and apply multi-items measurement to enhance the results. 
Fourth, there are other theories that explain outsourcing such as the resource-based view 
and agency theory. Hence, future studies could usefully extend the analysis to these 
themes as well. 
Finally, it would be beneficial to the hotel industry, government bodies, and suppliers to 
research outsourcing in further areas in Thailand. The following suggested areas of 
research are all geared toward enhancing the competitiveness of the hotel industry. These 
areas of research include the following examples: 
" The outsourcing needs and demands of the hotel sector 
9 The quality of suppliers and satisfaction of hotels with outsourcing 
" The perceived satisfaction and quality by the hotel guests toward the services 
provided by external contractors 
" The human resource issues and training needs of the suppliers. 
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9.5 Concluding remarks 
This research seeks to critically evaluate the application of TCE to outsourcing decisions 
in the hotel industry in Thailand. To attain this principal goal, this research outlines three 
objectives to achieve as follows: 
1) To develop a framework, from a TCE perspective, on hotel outsourcing 
decisions. 
2) To quantitatively test the developed theoretical framework by conducting an 
empirical study of hotel outsourcing in Thailand. 
3) To make a contribution to TCE theory by providing an evaluation as to how well 
it explains outsourcing in the hotel industry. 
Since the two primary objectives of this research involve developing the model and then 
testing it, the multi-method approach where the qualitative study facilitating the 
subsequent quantitative study was considered the appropriate research methodology. After 
reviewing TCE literature which led to an initial development of the study framework and 
the propositions by modifying TCE to suit the study context, the CIT study was conducted 
to verify the proposed variables and identify the new factors. As a result, a number of new 
variables were identified and hence the framework was revised and the hypotheses were 
developed. This achieved objective 1 because a framework of hotel outsourcing has been 
established. The new framework and the hypotheses were then tested by the second study 
which employed a postal survey to hotels in Thailand. The results obtained from study 2 
accomplished the second objective of this research. The study provided strong supporting 
evidence to supplier availability and location while some confirmation was found for 
general asset specificity, frequency/size, hotel experience and level of profit. In addition, 
the results obtained from both studies and the discussion of the findings provided in 
Chapter 8 present significant contributions to TCE theory which meets the third objective 
of the research. 
One of the most significant findings of this research is the weak explanation of TCE for 
outsourcing in the hotel industry in Thailand. This was due to the business environments 
of the industry in Thailand which are distinctive from the developed economies where 
TCE was developed. Generally, the managers of local hotels that dominate the industry 
make outsourcing decisions that cannot be explained by TCE. Furthermore, the low 
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supplier market competition in Thailand does not normally offer more efficiency and 
lower production cost than in-house operations as assumed by TCE. As a result, TCE 
failed to provide a clear explanation to the outsourcing practices in the hotel industry in 
Thailand. It can also be concluded that traditional TCE on its own cannot fully explain 
outsourcing practices and hence modification of TCE by incorporating additional new 
non-TCE variables discovered in study 1 was necessary. 
This research has made imperative contributions both academically and practically to the 
industry. In terms of academic contributions, it has provided an informed outsourcing 
framework to the literature with new variables being identified, introduced CIT study to 
the outsourcing research, proved that TCE is less useful in an economy that lacks supplier 
competition and confirmed that TCE needs investigation of both direct and indirect 
effects. Detailed practical implications have also been forwarded to three groups including 
the hotel management, government bodies and suppliers. The results of this research have 
signalled an urgent need for increasing the competition and quality of suppliers of the 
related and supporting industries to the hotel sector in Thailand if increasing 
competitiveness of the hotel industry is desired. 
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Appendix 1- Interview schedule for study I 
Part 1- Outsourcing definition and Critical Incident Technique (('IT) 
Definition: Please define "outsourcing" in your own word. 
CIT: Please recall three major sourcing incidents in their hotel. These three incidents 
include 1) an activity that had been outsourced, 2) one that was chosen not to be 
outsourced although outsourcing was possible, and 3) one where the sourcing decision 
was being decided upon or was under review. 
The first incident: 
" Please think of one activity in your hotel that had been outsourced and the decision 
was important. 
" Could you please take me through the outsourcing decision process as to how the 
decision was made? 
. Why is that? Please tell me more about that. 
The second incident: 
" Please think of one activity in your hotel that was chosen not to be outsourced 
although outsourcing was possible and the decision was important. 
" Could you please take me through the decision process as to how the decision was 
made? 
. Why is that? Please tell me more about that. 
The third incident: 
" Please think of one activity in your hotel that the sourcing decision is being 
decided upon or is under review and you think it is an important decision. 
" Could you please explain me about the decision? 
" Why is that? Please tell me more about that. 
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Part 3- Respondent and hotel information 
Hotel information 
Number of rooms: 
Number of years in operation: 
Type of business operation: 
() independent hotel 
rooms 
years 
) local chain () international chain 
Respondent information 
Job position: 
Number of years of hotel managerial experience: 
Gender: () male ( )female 
Date of interview: 
Time: Start: 
Location: 
Note: 
End: 
years 
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Appendix 2- Coding categories (After revision) 
Provisional codes 
1. Asset Specificity 
1.1. Site specificity [Site] 
1.2. Physical asset specificity [Physical asset] 
1.3. Dedicated assets [Dedicated] 
1.4. Human asset specificity [Human asset] 
1.5. Brand name capital [Brand name] 
1.6. Temporal [Temporal] 
1.7. Procedural specificity [Procedure spec] 
2. Uncertainty 
2.1. Environmental uncertainty 
2.1.1. Demand uncertainty (Volume) [Volume un] 
2.1.2. Requirement uncertainty (Technological uncertainty) 
[Requirement un] 
2.2. Behavioural uncertainty [Behaviour unc] 
3. Frequency [Frequency] 
4. Supplier availability 
5. Customer Contact [Customer contact] 
Additional codes (created from the data and revised through intercoder reliability 
checking process) 
6. Capital Requirements [Capital] 
7. Hotel experience and knowledge [Experience] 
8. Profitability generated by the activity [Profitability] 
9. Shift of responsibility from the hotel to the supplier [Responsibility shift] 
10. Giving benefits to community [Giving benefits] 
11. Owner/Headquarter's requests [Owner/Headquarters] 
12. Arrangement costs [Arrangement costs] 
13. Security issue [Security] 
14. Staff motivation [Staff motivation] 
Definitions of the Codes (After revision) 
1. Asset Specificity 
Asset specificity refers to the level of customization or specialisation of the assets or 
services required for a particular transaction or user. It implies that high asset specific 
services are not general commodity services that are commonly available to all other 
buyers, but those which are specially adapted to the hotel's specific requirements. 
1.1. Site specificity, which pertains to the investment made to locate their operations 
within physical proximity of each other to save on transportation and inventory 
expenses (Williamson, 1991). 
1.2. Physical asset specificity, which refers to investment in equipment that is specific 
to the transaction and will have low values at the end of the contract because it can 
be virtually of no use to other transaction (Joskow, 1988). 
1.3. Dedicated assets, which refer to "a general purpose asset, as opposed to a 
specialised asset, that has been purchased for a specific long-term trading 
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relationship. Should the relationship expire. excess capacity will result" 
(Lamminmaki, 2005, p. 518). 
1.4. Human asset specificity, which addresses the specialization of skills which arises 
from learning-by-doing (Williamson, 1991). 
1.5. Brand name capital, which relates directly to reputation investment. It is the 
situation where one party can damage the brand name reputation of' another party. 
if entering into a contract. In the situation where high brand name capital asset 
specificity is present, companies will not outsource an activity that allows its 
supplier to damage its reputation (Lohtia et al., 1994). 
1.6. Temporal, refers to the investment where timely performance and coordination of 
activities is critical (Masten et al., 1991). This means timing and coordination 
represents the specific asset (Lamminmaki, 2005). For example, the timing of' 
laundry delivery from the laundry company to the hotel is a critical cost of 
transaction. 
1.7. Procedural specificity, which refers to the degree of the supplier's work 
processes that are customized in accordance with the hotel's requirements (Zaheer 
and Venkatraman, 1994). 
2. Uncertainty 
Uncertainty entails the inability of decision makers to specify a complete contract 
(Williamson, 1975). It refers to the level of unanticipated changes in circumstances 
surrounding a transaction (Grover and Malhotra, 2003) and thus indicating a lack of 
information (Aubert et al., 1996b). 
2.1 Environmental Uncertainty (Walker and Weber, 1984) 
2.1.1 Demand uncertainty, which refers to the unpredictability of the demand 
volume of the activity by the hotel or by the hotel's guests. 
2.1.2 Requirement uncertainty (Technological uncertainty), which relates to 
the likelihood of change and hence unpredictability in the activity operation 
specifications or performance requirements by the hotel. 
2.2 Behavioral Uncertainty - which refers to the level of difficulty for the hotel to 
evaluate the supplier's performance and thus makes it hard to verify whether the 
compliance with established agreements has been made. 
3 Frequency - the frequency with which transactions occur refers to the number of 
times the purchaser seeks to initiate the transaction (Lacity and Willcocks, 1995). This 
refers to the level of demand or the frequency the activity is needed by the hotel. The 
demand level is also determined by the hotel size. 
4. Supplier availability refers to the availability of qualified suppliers in the market to 
provide the needed services to the hotel. 
5. Customer Contact - the degree of contact the customer has with a service provider of 
a particular activity or the level of customer involvement in co-producing a particular 
service transaction. 
5. Capital requirement - long term assets such as property, plant, or equipment required 
by the hotel in order to operate the activity. They refer to the capital in general which 
the hotel currently lacks and will need to acquire in order to conduct the activity. This 
factor also implies the costs of productions derived from acquiring the assets as well as 
from operating the job. 
6. Hotel experience - the knowledge and experience of the hotel on how to perform the 
job. 
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7. Level of profit, which refers to the level of profits/revenue generated by operating the 
activity. This only involves revenue generated activities. 
8. Shift of responsibility. This is where the responsibility of the job production is shilled 
from the hotel to the supplier. 
9. Giving benefits to community. This is a benefit of outsourcing by hiring the locals or 
creating business opportunities to the community. 
10. Owner/Headquarters' requests. This is where the sourcing decision of certain 
activities are made or requested or ordered by the hotel owner or by the headquarters. 
11. Arrangement costs including search costs, negotiation costs and monitoring costs 
arisen from outsourcing of the activity. The costs include both monetary and non- 
monetary such as time. 
12. Security issue, which is of concern to the hotel when having employees of external 
companies in-house. The security of the hotel's assets and guests is threatened by the 
supplier's employees. 
14. Staff motivation refers to the level of work motivation of either the hotel's or the 
supplier's staff to perform the job. This includes the effects of the sourcing decision on 
the staff morale. 
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Appendix 3- Classification of outsourcing decisions based on asset specificity and 
capital requirement (After revision) 
Group 1: Low Asset Specificity - Low Capital Requirement 
(17 Incidents: 6 Insource, 11 Outsource) 
No. 
Incident 
No Activity 
Decision 
In- Out- 
House source 
1 3 Engineering x 
2 6 Security x 
3 7 Engineering x 
4 12 Training x 
5 13 Sale activity x 
6 14 Administration x 
7 15 Business networks creation x 
8 28 Security x 
9 30 Recruitment and salary payment x 
10 40 Foreign languages training x 
11 43 Training x 
12 44 Security x 
13 49 Security x 
14 53 Security x 
15 56 Security x 
16 57 Housekeeping x 
17 61 Security x 
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Group 2: Low Asset Specificity - High Capital Requirement 
(20 Incidents: 2 Insource, 18 Outsource) 
No. 
Incident 
No. Activity 
cisi sio 
- 
ii 
In- Out- 
house source 
1 I Laundry x 
2 4 Laundry x 
3 9 Limousine x 
4 10 Security x 
5 11 Laundry x 
6 16 Laundry x 
7 18 Public area cleaning x 
8 19 Water supply x 
9 22 Event organization x 
10 24 Event organization x 
11 31 Limousine x 
12 33 Event organization x 
13 37 Staff canteen x 
14 38 Limousine x 
15 41 Laundry x 
16 47 Laundry x 
17 50 Laundry x 
18 55 Laundry x 
19 59 Laundry x 
20 64 Laundry x 
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Group 3: High Asset Specificity - Low Capital Requirement 
(I I Incidents: II Insource, 0 Outsource) 
No. 
Incident 
No. Activity 
Decision 
In- Out- 
house source 
1 20 Security x 
2 29 Spa x 
3 32 Training x 
4 35 Gardening x 
5 23 Gardening x 
6 26 Engineering x 
7 48 Gardening x 
8 52 Public area cleaning x 
9 54 Engineering x 
10 60 Gardening x 
11 63 Public area cleaning x 
Group 4: High Asset Specificity - High Capital Requirement 
(16 Incidents: 12 Insource, 4 Outsource) 
Incident 
Decision 
No. No Activity In- 
house 
Out- 
source 
1 2 Spa x 
2 5 Spa x 
3 8 Spa x 
4 17 Spa x 
5 21 IT X 
25 Restaurant x 
7 27 Spa x 
8 34 Staff canteen x 
9 36 Spa x 
10 39 Spa x 
11 42 Spa x 
12 45 Nightclub x 
13 46 Spa x 
14 51 Spa x 
15 58 Spa x 
16 62 Spa x 
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Appendix 4- Criteria of classification (After revision) 
1) Degree of asset specificity represents the level of customization and specific 
investment made for a particular activity. 
" High asset specificity involves a high level of customization made specifically fier 
the activity and the specificity normally entails a high amount of investment. The 
cease of this activity normally entails a high level of sunk cost as the equipment 
and capital invested becomes valueless for other transactions. High asset 
specificity can also refer to a high level of customization where a high level of 
work procedure adjustments is required which generally requires specific 
investment such as staff training and equipment and resources such as additional 
time, staff and finance. 
" Low asset specificity indicates a low level of customization. The adjustments 
required for operating the task are normally low. Low asset specificity usually 
requires a low amount of resources and investment and the assets can be used 
either for multiple transactions during the contract or for a different transaction 
without major adjustments once the contract is terminated. 
2) Degree of capital requirements refers to the level of general investment, set up costs 
and operating costs of a particular activity. 
" High capital requirement denotes a high level of investment of all capital (both 
specific and nonspecific assets). Activities with a high degree of capital 
requirements normally require a high amount of set up costs and normally 
operating costs. 
" Low capital requirement involves a low amount of capital (both specific and 
nonspecific assets) required to start up and operate the activity. The set up costs 
and/or operating costs are normally low. 
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Appendix 5- Samples of CIT interview transcripts in Study I 
Incident no: 4 
Interviewer: Could you please define outsourcing in your own words'? 
Respondent: Relying on an external organization to perform the job that we can't do it 
ourselves or it is inconvenient for us to perform it in-house. We are a 
relatively small hotel with 95 guestrooms. We arc unique because we own 
and manage the hotel and even controlled the hotel construction by 
ourselves. So, we have been involved with this hotel since the beginning 
and tend to do everything by ourselves. There is very little that we 
outsource really. 
Interviewer: Are there any activities at all that have been outsourced? 
Respondent: Security is outsourced. We operate our spa and we do everything ourselves 
in our spa even a small detail like blending the massage oil. 
Interviewer: So, only security? 
Respondent: Yes (laugh) 
Interviewer: What about laundry? 
Respondent: Oh, yes. Laundry is also outsourced. My apology. 
Interviewer: OK, then. Could you please pick one job that you have outsourced and 
thought it was an important decision. And please take me through your 
outsourcing decision process and explain the factors that influenced your 
decision. 
Respondent: Let's take laundry because we are still deciding whether to bring security 
back to internal operation. 
Interviewer: OK 
Respondent: There are issues that I can explain why I want to insource it. 
Interviewer: Perhaps we can talk about that in the third category. 
Respondent: Yes... so I can explain why we are now uncertain whether we should rather 
operate security internally. But for laundry, we outsourced it since the 
beginning. This is because we have a limited space for back of the house 
operations. There was simply not enough space for laundry. That is the 
first factor. The second factor involves the return on investment issue. The 
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income for a small hotel like ours would not recover the laundry investment 
costs because it requires a huge investment to get an equipped laundry. 
Water supply is another issue. We don't have adequate water supply here. 
Not only this hotel that lacks water but every hotel on the island is facing 
the same problem. In this area, tap water is not reliable. Underground water 
is also insufficient for use. We need to buy water. These problems made us 
decide to outsource laundry. Another problem is staff. We don't have 
enough staff for the hotel to operate laundry and more importantly quality 
staff is hard to find. 
Interviewer: Are you talking about staff of ... 
Respondent: For the laundry. Laundry operation would require a relatively experienced 
group of staff to operate. 
Interviewer: You would have had to invest more in staff if you operated your own 
laundry. 
Respondent: Umm... The laundry staff would have been in the housekeeping 
department. But larger hotels normally have a separate laundry section. For 
example, [hotel name] before was taken over by [hotel name] has put a 
massive investment in their laundry. They bought 2-3 million Baht worth 
of washing machines and the total cost of the setting up of the laundry 
alone was about 10 million Baht. They ended up with a problem. The 
reason that they decided to invest in the laundry operation was because of 
the size of their hotel. It turned out to be cheaper than outsourcing. They 
thought that they should operate their laundry in-house because they 
already had some staff in the housekeeping department that could do the 
job. Let's say that you have 30 housekeepers. If you want to add a laundry 
operation, you would probably need only 7 more laundry staff members, 
something like this. Then they decided to commit themselves to a long term 
investment and supplied the laundry services to nearby hotels too to share 
the costs. We were one of their clients. But we had used their service just 
for 5 -6 months and decided to stop because we could not stand the low 
quality level they provided. The quality was low due to 2 sources. First, the 
linens were not properly laundered and even damaged in some occasions. 
Second, their staff were rude to us. The location of the laundry was not far 
from our hotel. It was just about 500 m. away. When they delivered the 
clean linens, they wouldn't care about us. They just threw the piles of clean 
linens on top of each other on the floor which made the linen untidy and 
not usable. We were not happy about it and asked them why they were 
doing it. They said "do you have a problem with that? If you do, speak to 
my boss". We figured it out and found out that they had an internal 
problem, something to do with the union. They had bad staff. We finally 
couldn't solve the problem, neither did they, so we changed to a new 
supplier. There were quite a few laundry companies that we knew of and 
we started to keep changing among three laundry companies in Phuket. 
These companies were considered professional and mainly targeted the 
hotels. But the laundry quality of these three companies was unreliable 
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particularly when they changed new staff. Most of the stall were Burnmese. 
These newly recruit employees couldn't read Thai so didn't understand the 
chemical formula standards of the laundry. They sometimes damaged our 
linens because they put too much chemical in the washing. When tracing 
with problems like this, we must keep changing suppliers within these three 
companies. 
Interviewer: Did it take long to change a supplier? 
Respondent: We informed them 15 days in advance. 
Interviewer: Then, you can change it. 
Respondent: Yes, we can. 
Interviewer: Do the suppliers deliver the laundry services based exactly on your laundry 
specifications? 
Respondent: Not really. But we have to select the company that has least problems. 
None of them is perfect like exactly what we would want. And sometimes 
they are unreliable in terms of linen pick-up and delivery. They should 
come to pick-up used linens and deliver clean one by 02: 00 PM daily. They 
occasionally don't turn up. Every hotel has 3 pars or 3 and a half pars of 
linen. We can't afford the laundry company to make any mistakes during 
high season when the hotel is 95 - 100% full. The linen turnover rate is 
very high. They can't miss the delivery even by one day. It is ok during low 
season when the hotel is only 40 - 50% full. It is ok miss one day of 
delivery in low season because 50% occupancy makes 3 pars become like 4 
or 5 pars. But if it is 100% occupancy, there is only 3 pars of linen. One par 
is kept in stock, one par is used and one par is at the laundry company. It 
has to keep moving every day without any delay. 
Interviewer: You are talking about linen used in the hotel. 
Respondent: Correct. 
Interviewer: What about the guest clothes? 
(Phone Interrupt) 
Respondent: We use another company. 
Interviewer: Another company? 
Respondent: We will not use a large laundry company for guests clothes because the 
clothes are more sensitive. It is ok if our linen gets damaged. It's an internal 
problem. We can talk to the laundry company and the compensation can be 
agreed and settled. But it does not work that way with the guests. We can't 
anticipate each guest's reaction if their clothes get damaged. Guests clothes 
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are from different parts of the world, they are different and thus require 
different caring procedures. They need special attention. Some may require 
light pressing. Large laundry companies operate like a factory and they run 
mass production. They have no time to give special care to different kinds 
of clothes. We therefore use a small operator who operates laundry at 
home. They provide special care to each piece of cloth. They even do hand 
wash if necessary. This does not happen in large companies. 
Interviewer: Do they come pick up the guests clothes every day'? 
Respondent: Yes, every day. We used to search for a home based laundry operator who 
is trustworthy and can really take care of our guests laundry. We finally 
ended up with the wife of our head engineer. It works out very well. The 
husband works here every day so he can pick up and deliver the clothes, no 
problems. We can control the quality and it is much easier. 
Interviewer: So, the key factors that make you outsource the laundry is the size of the 
hotel which is small. It is not worth the investment. 
Respondent: Yes. 
Interviewer: Was it difficult to decide to outsource laundry? 
Respondent: Not at all, since the beginning. When we decided to build a hotel, we did a 
feasible study as to how many rooms to build, how much to invest per 
room, how many F&B outlets. Having too many outlets affect the costs and 
the class of hotel. For us, we are 3 and a half star hotel so we don't need 
more than one outlet. But if you are 4 star or more, you need more than one 
outlet. This means more investment. You probably need 2 kitchens. Each 
kitchen requires very expensive set of equipment. And then you need 2 
teams of staff, each tem for 2 shifts. F&B requires a lot of staff members 
unlike front office that may need only 7-8 members. Kitchen and 
restaurant service need 20 persons. The number of staff is more than twice 
of other departments. However, the F&B generates higher income than 
front office, apart from prior room sales from marketing. Front office 
makes very little extra income from telephone calls, while F&B makes a lot 
more money. But our hotel has only 95 rooms, so you have a maximum of 
100 guests in-house, oh, I mean 200 guests, sorry. And only 20 - 30% of 
them dine in the hotel so we don't need more than one restaurant really. 
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Incident 6 
Interviewer: OK, let's move to the third activity. Could you please think of an activity 
that you are considering to outsource or not to outsourcc and it is a major 
decision? 
Respondent: Security 
Interviewer: OK. Could you please tell me about your decision. 
Respondent: There are about 5 major security companies in Phuket. Two C grade 
companies, two B and one A. Grade A is far too expensive and we can't 
afford it. We started off with aC level. We had several problems and we 
changed to aB level company which cost about 30% higher than the C one. 
We were ok with the price. But then we noticed that both B and C have the 
same quality level. They are indifferent at all. Sometimes B was even 
worse than C. We then turned back to the C one. Why pay more for the 
same service level? We kept changing between C and B. similar quality 
level. After a careful consideration, A is too expensive. 
Interviewer: But A has good quality, right? 
Respondent: Not sure. That is the issue. We are not sure whether the quality would be 
good or bad. We don't want to take risks by paying much higher. 100% 
higher, double the price, while we wouldn't know whether the quality will 
turn out to be 100% higher too. The quality might be only 30 - 50% higher 
but you pay 100% higher so we think it might not be worth trying. Now, 
we have been talking about security for 2 months whether we should 
operate it in-house. Managing it ourselves costs equally to outsourcing. 
Same costs because we would need 4 persons, 2 shifts 24 hours, looking 
after the security guard check point area for the hotel guest entrance and 
exit and another point is the entrance and exit of the hotel employees. Two 
points, 2 persons, 2 shifts. I mean 2 shifts at each point 24 hours a day. We 
also need the 5th person to spare. If we outsource, the contractor will take 
care of the spared person too. But if we do it internally, we need to hire a 
5`h person to cover when someone has a day off. After calculating the cost, 
it costs the same price whether to do it internally or hire an external 
company. So, why would we want to do it ourselves? Because we think we 
can control the quality more than outsourcing. With outsourcing, it depends 
on our luck. We wouldn't know whom they would send us as a security 
guard. No matter how much we have complained, they don't have better 
guards. They have problems with their staff, shortage staff and the ones 
they have are of low quality. They don't have a good training in place. 
They just hire anyone to be a security guard without any training. The 
guards are not informed about the tasks. They do nothing and can't do 
anything. Just sit in the check point. Our Personnel Manager who is in 
charge of security has to explain the security guards of the contractor what 
to do and how to do it. We have to train them everything. So, we think 
we'd better operate our own security. The security guards of the external 
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company sometimes don't turn up. The security company does not know 
about it until we call them and complain. And sometimes they can't dog 
anything because they don't have any spared guards at the office. So we 
may end up having no security guards on duty. The security company has 
to pay fine of one day worth of the security hiring which is much too little 
when compared to the value of our property or our guests being put at risks. 
This has happened a few times in 4 years. So, we think we can control the 
quality better if security is operated in-house. It is easier to talk to and train 
our own staff. The quality of security can be directly controlled. But this is 
still under consideration. 
Interviewer: Do you need security guards 24 hours a day every day regardless of 
seasonality? 
Respondent: Yes, all the time regardless of seasons. You need the guards even if you 
have no guests. We need overall protection and the hotel property must be 
looked after. 
Interviewer: Do you have anything else to add to this section? 
Respondent: (pause) One job that has been concerned with outsourcing decision is guest 
transport service. In the beginning, we had our own vans and drivers. We 
used the same drivers to drive for our guests and our hotel employees. We 
normally had 4 drivers, but then we had only 3. So, we took our hotel staff 
daily transfer as the main job. When a guest booked the hotel including 
airport transfer and our drivers were not available, we outsourced the 
airport transfer service to an external company. There were a number of 
taxi companies that we had a contract with. We set up the fares the taxis 
can charge and did not really agreed with just one particular taxi company 
only. There were 4 companies that we could use their service depending on 
which company was available at the time. Then, we had a problem with the 
local taxies here located beside the hotel. They are bad people. They 
wouldn't obey rules and manners. We couldn't have any agreement with 
them. They said all of our hotel guests leaving the hotel must use their taxis 
only not other taxi companies. We said ok but we asked them to be polite to 
the guests, dress properly and set fare standards. They did not have 
standard fares. Each trip even the same distance had different prices. Fare 
rates changed almost every day. We asked them to set standard fare rates 
for at least a year or 6 months and to let us know every time they wanted to 
raise the fares. They didn't agree. Even with the daytrip or tour companies 
that we are dealing with, they don't allow these companies to come pick up 
the guests. They say that the tour company has already got the income from 
the tours, they should get some income from the taxi service. They don't 
care whether the guest transfer service given by the tour company is just a 
guest complementary service. And they want to overcharge the guests. So, 
we can't come to the agreement with these local taxis. They are very 
difficult to deal with. Now, we are looking for another taxi company that 
can deal with these local taxis. 
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Interviewer: You need another mafia to handle this mafia. 
Respondent: We must take a more mafia company (laugh). We have just signed contract 
with a company and they will set up a counter for taxi services in our hotel. 
They can handle with the local taxis. 
Interviewer: And what about the low season issue, the risks of low demand? 
Respondent: Similar to the case of spa. They pay rent to us and receive fares from the 
guests. They pay less rent in low season, probably 6.000 ßaht per month 
and 10,000 Baht for high season. We get fixed income and they have high 
income in high season and takes risks in low season. Just like the case of' 
spa. 
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Incident 7 
Interviewer: Could you please define outsourcing in your own words'? 
Respondent: Outsourcing, from what I understand, may he used interchangeably with 
subcontracting. So, it means subcontracting to the outsider any activity in 
the hotel either in a short term or long term contract depending on the 
agreement. The activity could be directly or indirectly related to the hotel 
operations. That is how I would define it. 
Interviewer: Could you please talk about a job that you outsourced and you thought it 
was an important decision. 
Respondent: Our hotel does not outsource much. Security is the major activity that has 
been outsourced and I think this activity is most relevant to what we arc 
talking about. The reasons for outsourcing the security are similar to other 
hotels which I can briefly explain to you later. Other activities might be 
direct or indirect form of outsourcing such as pest control. These jobs are 
what we can't perform. If you ask whether it is possible not to outsource 
these kinds of activities, the answer may be "yes". But we tend to focus 
more on our specialization, so we choose not to perform these activities 
since they are not our specialty. In fact, outsourcing is strongly relevant to 
big departments like engineering. We try to control our engineering cost, so 
we think we should try to perform engineering work in-house as much as 
possible. However, our engineering team may lack specialty skills in some 
areas. Certain areas require some ability that is considered special and thus 
need to be outsourced. Take furniture for an example. Furniture required in 
the hotel that is ordered from our supplier has excellent finishing. 
Alternatively, we could use our own carpenters to make furniture but you 
can immediately see the difference of the finishing. Ordinary carpenters 
that we have might be able to make furniture or a door, but the finishing is 
completely different from what the professional furniture makers can make. 
Certainly, therefore, we outsource all furniture work. But I make a clear 
boarder separating between the work that our own engineers can do and the 
work that needs to be outsourced. Back to the furniture example, I will not 
outsource the work of all furniture that is used at back of the house. This is 
because the guests will not get to see this furniture. The work of furniture 
that is used by the guests will be outsourced. But it also depends. For 
instance, this table in the lobby requires only a minor repair work. Our 
carpenters can take care of it, so we will do it ourselves. But if I need to 
make a complete new one, I will immediately hire the external expert who 
we are dealing with. This is what I try to give you some idea. I think our 
engineering department has a lot of outsourcing issues. 
Interviewer: So, may I ask you to further explain the outsourcing of engineering 
department? What is the work of your engineering department like? 
Respondent: The engineering department has a lot of small tasks because it involves all 
branches of engineering job. Work includes electricity, building, concrete, 
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and other things all in one department. We need to recruit an engineer. 
whom we call "all rounder", who can perform all these tasks. Nonetheless, 
I think, even if he can perform all the tasks, he can't pcrfonn all well. In 
fact, nobody can perform every task in the engineering department no 
matter how good he is. So, we have to clearly separate the work, put it in a 
department chart. The department organization includes key teams of such 
as all-rounders or handymen, mechanic, electricians, and concrete. But 
when hotels outsource, they may outsource the whole project which 
involves all kinds of work. For example, hotels usually cuwtsourcc all 
construction work. Hotels won't do this in-house because they think this 
does not fit in their specialization. It is another field of specialization. But 
we try to do this as much as we can because we are a big organization. 
consisting of 4 hotels. Each of our properties supports each other. 
Moreover, we have a very good connection, through our owner. with a 
furniture company. The connection has been well maintained for a long 
period of time. So, we outsource furniture work. It is a very high loyalty 
outsourcing. So, we don't have to worry anything about furniture work. 
When our hotel was hit by Tsunami, I think, we were the hotel that was 
quickest in terms of renovation. We took only 90 days to do 150 million 
Baht worth of renovation. It was a really big renovation. All areas and 
everything on the ground floor were all completely destroyed. We took 
only 90 days. It already took us one month to clean up only. So. we had 
only 60 days really to renovate the whole hotel. I outsourced the whole 
renovation work. Our engineering team was in charge of cleaning only. 
That was a special case. So, let's get back to the loyalty issue of furniture 
outsourcing. The company has a deal with us that we subcontract them 
100% of the furniture work we require. And they can delivery all the work 
we specify which is what we are really happy about. 
But in fact, in some kind of job like opening a new hotel, you can't 
subcontract only a single company to take care of the whole job. You must 
outsource the job to as many companies as possible. But you need good 
control systems in order to ensure that all companies adhere to your 
standard. I have seen some hotels having not a very good control and they 
had 3-4 contractors building the hotel and needed to complete it within 
months. They ended up having it complete on time but with a lot of defects. 
This might not happen if you have a trustworthy supplier, the supplier that 
you have loyalty with. And you can be very happy if you have a loyalty 
outsourcing. You wouldn't have to go through the bidding process and 
quotation, these processes take very long time. Some outsourcing work is 
urgent. Hotel works are urgent. You can't wait too long. So. you need to 
outsource to the suppliers that you know them well. But other hotels may 
be different to us particularly with the case of furniture outsourcing. Both 
of us, hotel and furniture contractor, sometimes don't need to agree on the 
price in advance because we both know the price levels well. We have 
good relationship. In reality, outsourcing should follow certain steps. You 
need quotation from different suppliers, present the quotation to the board 
for approval, then bidding order, so many steps to follow. So, loyalty 
outsourcing is important. But our hotel tries to do the work ourselves as 
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much as possible to control cost. If we can do it with an acceptable quality 
level, we will do it. 
Interviewer: Will the cost be lower? 
Respondent: Yes, certainly, because they are our in-house stall' so we don't paN. extra 
costs. Like I said, I will consider about the quality. Say, I want to make a 
table for back of the house use. I don't need to outsourcc it because it is 
unnecessary. I don't need it to be of high quality like what I get from the 
external expert. However, some of this furniture in the lobby may 
sometimes be made by my staff. It also depends on the availability of our 
manpower. I have one person whom I trust his ability because he is really 
good. If he is overbooked with the work. I will outsourcc it immediately. 
This is another factor that we consider. We will look at our staff 
availability. The costs are very important and our decisions arc dictated by 
them. But there are certain jobs that we can't have the ability to perform 
and they might be very expensive. In situations like these, we have no 
choice but to outsource. So, there are many factors that we consider. If you 
ask what it depends on, I would say the policy of the hotel. Our policy is to 
do as many things in-house as possible. Then again, if I don't outsourcc 
anything, I will end up having too many staff and too much amount of 
benefits to pay. Eventually, doing all in-house might end up more 
expensive. But some jobs such as construction occur only occasionally. We 
don't do big constructions. We only outsource it because it happens only 
once in a while. External suppliers are more reliable in cases like these. 
However, I can't outsource work that is too small. For example. no 
companies would take a small job like changing just one piece of tile on the 
lobby floor. I would need to do this in-house. But I will make sure that I 
use the staff that I think can do it well enough. I have been involved with 
the hotel operations for a long time so I think it is easier for us to control 
our own staff. I can make sure that my staff can take care of the cleanliness 
better than the external company. Although the external company has a 
good reputation, but they sometimes send us Burmese laborers, who can't 
perform quality work, even though we monitor their performance closely. 
They just can't perform up to the hotel's standards. They simply don't 
know what we require. When they change the floor tile, they might just let 
the dust blow in the air in the lobby. I can't let that happen. I will make 
sure my staff will use some equipment to suck the dust at the same time. 
Otherwise, you would have to have more work to do later because your 
ceiling will get dirty and needs cleaning. It means more money to pay and 
more time to spend. This is a work that needs attentiveness to details. 
External companies would not pay much attention to things like this. So, 
we would need to control them more than our own staff. We would need to 
tell them that you have to do it like this, like this, I want it this way, and 
you need to fence it for safety precautions for our guests. They just don't 
think about these issues. They wouldn't worry about our guests. but we arc 
concerned. So, outsourcing needs more control. 
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Incident 40 
Interviewer: Are there any jobs in the hotel that you are considering whether to 
outsource or not to outsource and the decision is very important? 
Respondent: There is one job that we are considering. It is language training. When I 
was the training manager, I recruited 2 full time foreign language teachers, 
one English and one French. They were contract employees. We hired an 
external language school to train our staff other languages like German, 
Korean, Russian and Japanese. We didn't have to look after the external 
teachers. They just came in to teach only on the scheduled course hours for 
each class. Then, our staff who were the students were tested. Basically, 
they came in to do the pre-test, recruited the students (the hotel staff) for 
the classes, arranged the classes and then came to teach and went back. 
Now we don't have any teachers for those languages and thinking whether 
we should have our own teachers or to outsource. We have our own 2 
teachers for English and French but not other languages. Now we have only 
English and French teachers not any other languages. We are still deciding 
and I think we are leaning toward outsourcing. 
Interviewer: Why is that? 
Respondent: When compared to English teacher... Umm Our English teacher has to do 
more works than teaching English to our staff. Another responsibility 
besides teaching English is taking care of the use of English among staff in 
the hotel too. He will act like a language consultant to the offices. For 
example, any memo, notice or leaflet from any department's office may get 
proofread by him before it is going out to public, being posted on the board, 
in the lifted or put on the guest's table. English is the most important 
language in the hotel, apart from Thai language. In fact, English is our 
official language used in the hotel. All staff here will be tested and rated by 
levels of English command. Everybody gets tested every year. Each 
position requires a certain English level. For example, gardeners must have 
at least level 2, steward level 3, front desk attendant level 8, department 
heads level 10, and etc. Everybody gets tested since the first day they 
applied for a job here. You apply for a gardening job, you get tested. If you 
can't reach the minimum level, you don't get the job. No need even to 
interview him. So, as soon as completing the application form, applicants 
will sit for the English test. Even gardeners need to know some English 
here. At least our gardeners must be able to do simple greetings and give 
simple directions to the guests. So, all employees need to see the English 
teacher from the very first day. If you fail to meet our English 
requirements, you can just go home. And after working for a while, some 
positions may not use English that much so your English may get worse 
and worse every day. So, you get tested and may need to attend some 
courses. On the other hand, some staff may get promoted to a supervisory 
level. Your department head has requested to promote you to a higher 
position but your English does not meet the criteria, you don't get the 
promotion. You must wait until your English meets the level required. So, 
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English is that important to us, we therefore don't hesitate at all to have .+ 
full time English teacher. But other languages like German. Russia. 
Korean, Chinese and Japanese may be less important. The teachers will 
have much less works to do comparing to the English teacher. They might 
even have nothing to do during some periods of time because the staff 
would be too busy to get any training. Even English teacher must perform 
on site training in high season by observing the work of stall' behind the 
counter, observing the use of their English and then developing some 
lessons, English for the duties. F&B jobs may need diflcrcnt English 
context to Front desk jobs. F&B staff may need to present the menu. 
present the bills, seat the customers, on the other hand, the front desk stall 
may give tourism information to the guests, do ticketing. and exchange 
money. So, now we are deciding whether to hire the full time teachers or to 
outsource it to the language school. The external company can develop a 
course for us, say, 40 hours. It ends when the course is complete. 
Interviewer: What is the likely direction now? 
Respondent: I think outsourcing because it doesn't have any long term commitment. 
Interviewer: The main reason is ... 
Respondent: The expenses and amount of work. Full time recruitment might not be cost 
effective. 
Interviewer: Could external company provide the courses that meet Your requirements? 
Respondent: Yes, they can because we will make a request to them as to what we want. I 
don't expect all of my staff to speak Russian fluently but may need just one 
or two persons who are responsible for taking care of Russian guests to be 
able to communicate Russian well enough. The other 20 students from the 
front office, sport and spa need just to be able to greet. have some basic 
vocabularies and have simple conversations like "how are ouT. "what is 
your room number? ", and "this is your bill". I wouldn't worry about 
grammar. The company will propose us the courses, for instance, the first 
10 hours will be these lessons and then the other 10 hours will be about this 
and this. This is the price. If we are happy, it can go ahead. 
Interviewer: How can you be sure if you get quality training? 
Respondent: We will have the evaluation from our staff who attended the course. The 
staff study for free of charge. They must have 100% attendance and show 
us obvious improvement. It doesn't mean that they attend the classes 
because they don't want to work. These people will get good chances of 
getting promoted in the future. 
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Appendix 6: Cover letters for study 2 
Pornpisanu Promsivapallop 
I: aculty cif Scrvicc Industries 
Prince of Songkla University 
80 Moo I Vichitsongkram Road 
Kathu. P'hukct 83 120 
Tel: 0840 577 918 Fax: 076 276 203 
5`h June 2007 
Attn: The General Manager 
Dear: Sir/Madam 
Hotel Outsourcing Research in Thailand and the UK 
I am undertaking a major research project of hotel outsourcing practices in Thailand and 
the UK for my PhD at the University of Surrey, UK. This project is under the supervision 
of Professor Peter Jones and Dr. Angela Roper, and aims to gain an understanding of the 
levels of outsourcing, and factors that affect outsourcing, of different hotel activities. 
I would be most grateful if you could take about ten minutes to complete the enclosed 
questionnaire and return it to the above address before 12`h July 2007 by using the 
enclosed postage paid envelope. Even if your hotel does not outsource, your participation 
will be important, as identifying why hotels do not outsource is a key aspect of this study. 
I can assure you that all information will be treated as highly confidential, provided 
anonymously and used for the purpose of this study only. 
Thank you in anticipation for participating in the study. If you have any questions relating 
to this study, please feel free to contact me at p. promsivapallop@surrey. ac. uk or on 0840 
577 918. 
Yours sincerely, 
Mr. Pornpisanu Promsivapallop 
PhD Researcher 
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Appendix 7: Questionnaire for study 2 
Appendix 7-1: Questionnaire. for study 2 before pre-test 
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SCHOOL OF MANAGEMENT, UNIVERSITY OF SURREY 
Hotel Outsourcing Survey 
Outsourcing definition: "Contracting out hotel's works to external prow idcrs" 
SECTION 1 
1. Please indicate the percentage that best represents the level of outsourcing of the following activities 
in your hotel (e. g. 50% would indicate half of the amount of resources and work related to an activity is 
outsourced). 
Main restaurant 
Laundry (Hotel's linen) 
Guest laundry 
Guest transportation 
Security 
Cleaning and servicing guestroom 
SECTION 2 
For questions 2-6, please indicate your opinion on each question by circling a number on a scale of I - 7. 
2. To what extent are there qualified operators of the following Not To a large 
activities available for outsourcing in your locality? at all extent 
Main restaurant 1 2 3 4 5 6 7 
Laundry (Hotel's linen) 1 2 3 4 5 6 7 
Guest laundry 1 2 3 4 5 6 7 
Guest transportation 1 2 3 4 5 6 7 
Security 1 2 3 4 5 6 7 
Cleaning and servicing guestroom 1 2 3 4 5 6 7 
3. To what extent is your hotel's demand for the following Not To a large 
activities predictable? at all extent 
Main restaurant 1 2 3 4 5 6 7 
Laundry (Hotel's linen) 1 2 3 4 5 6 7 
Guest laundry 1 2 3 4 5 6 7 
Guest transportation 1 2 3 4 5 6 7 
Security 1 2 3 4 5 6 7 
Cleaning and servicing guestroom 1 2 3 4 5 6 7 
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4. To what extent do the following activities involve 
guest interaction? 
Main restaurant 
Laundry (Hotel's linen) 
Guest laundry 
Guest transportation 
Security 
Cleaning and servicing guestroorn 
Not To * large 
of all Went 
12 3 a s 67 
12 3 "1 5 67 
12 3 4 5 67 
12 3 4 5 67 
12 3 4 5 67 
12 3 4 5 67 
5. Assuming that all of the following activities were fully outsourced and Invested by the co ntrac tors. 
Please indicate your opinion on each question by circling it number on a scale of I-7. 
5.1 In general, how much would contractors need to customise 
the following activities to meet your hotel's requirements Not 
T o  lar{te 
 t all extent 
Main restaurant 12 3 4 5 6 7 
Laundry (Hotel's linen) I2 3 4 5 6 7 
Guest laundry I2 3 4 5 6 7 
Guest transportation I2 3 4 5 6 7 
Security I2 3 4 5 6 7 
Cleaning and servicing guestroom 12 3 4 5 6 7 
5.2 How critical is the timing and coordination between your hotel 
and the following contractors? 
Main restaurant 
Laundry (Hotel's linen) 
Guest laundry 
Guest transportation 
Security 
Cleaning and servicing guestroom 
5.3 How necessary is it for contractors to conduct the following 
activities at your hotel? 
Main restaurant 
Laundry (Hotel's linen) 
Guest laundry 
Guest transportation 
Security 
Cleaning and servicing guestroom 
Not To a large 
at all extent 
1 2 3 4 5 67 
1 2 3 4 5 67 
1 2 3 4 5 67 
1 2 3 4 5 67 
1 2 3 4 5 67 
1 2 3 4 5 67 
Not To a large 
at all extent 
1 2 3 4 5 67 
1 2 3 4 5 67 
1 2 3 4 5 67 
1 2 3 4 5 67 
1 2 3 4 5 67 
1 1 3 4 5 67 
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4 How difficult is it to determine whether the contractor 5 . 
complies to the contractual agreements? 
Not 
limit 
very 
dimcuu 
Main restaurant I 2 1 4 5 6 7 
Laundry (Hotel's linen) 1 2 3 4 5 6 7 
Guest laundry 1 2 3 4 5 6 7 
Guest transportation 1 2 3 4 5 6 7 
Security I 2 3 4 5 6 7 
Cleaning and servicing gucstrcxom 1 2 3 4 5 6 7 
5.5 How difficult is it to judge the contractor's quality of 
provision of the following activities? 
Not 
dimcu lt 
Very 
difficult 
Main restaurant 1 2 3 4 5 6 7 
Laundry (Hotel's linen) I 2 3 4 5 6 7 
Guest laundry 1 2 3 4 5 6 7 
Guest transportation 1 2 3 4 5 6 7 
Security 1 2 3 4 5 6 7 
Cleaning and servicing guestroom 1 2 3 4 5 6 7 
5.6 To what extent would the contractors lose a significant Not To it large 
investment if the subcontracting relationship ended? stall extent 
Main restaurant I 2 3 4 5 6 7 
Laundry (Hotel's linen) 1 2 3 4 5 6 7 
Guest laundry 1 2 3 4 5 6 7 
Guest transportation 1 2 3 4 5 6 7 
Security 1 2 3 4 5 6 7 
Cleaning and servicing guestroom I 2 3 4 5 6 7 
5.7 To what extent are these activities in your hotel subject 
to short term unpredictable changes? Not 
To a large 
at all extent 
Main restaurant 1 2 3 4 5 6 7 
Laundry (Hotel's linen) 1 2 3 4 5 6 7 
Guest laundry 1 2 3 4 5 6 7 
Guest transportation 1 2 3 4 5 6 7 
Security 1 2 3 4 5 6 7 
Cleaning and servicing guestroom 1 2 3 4 5 6 7 
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6. Assuming that all of the following activities were fully ncrformcd in-house and inycstcd by your 
hotel. For questions 6.1 - 6.3, please indicate your opinion by circling a number on a scale of I-7. 
6.1 To what extent would you consider your hotel management team 
expert in operating the following activities? Not To a large 
at all extent 
Main restaurant 1 2 3 4 5 6 7 
Laundry (Hotel's linen) I 2 3 4 5 6 7 
Guest laundry 1 2 3 4 5 6 7 
Guest transportation 1 2 3 4 5 6 7 
Security 1 2 3 4 5 6 7 
Cleaning and servicing guestroom I 2 3 4 5 6 7 
6.2 To what extent would the following activities involve 
capital investment (such as buildings and equipment)? Very. Very 
low high 
Main restaurant 1 2 3 4 5 6 7 
Laundry (Hotel's linen) 1 2 3 4 5 6 7 
Guest laundry 1 2 3 4 5 6 7 
Guest transportation 1 2 3 4 5 6 7 
Security 1 2 3 4 5 6 7 
Cleaning and servicing guestroom 1 2 3 4 5 6 7 
3 To what extent would the following activities generate 6 . 
profit to your hotel? 
No 
Profit 
Very high 
profit 
Main restaurant 1 2 3 4 5 6 7 
Laundry (Hotel's linen) 1 2 3 4 5 6 7 
Guest laundry 1 2 3 4 5 6 7 
Guest transportation 1 2 3 4 5 6 7 
Security 1 2 3 4 5 6 7 
Cleaning and servicing guestroom 1 2 3 4 5 6 7 
6.4 Please indicate the approximate number of employees who would be engaged in operating the following 
activities in your hotel if fully operated in-house. 
Main restaurant 
Laundry (Hotel's linen) 
Guest laundry 
Guest transportation 
Security 
Cleaning and servicing guestroom 
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SECTION 3 
7. Do you, as a General Manager, have discretion to outsource some of the activities in your hotel to the 
contractors? 
() Yes () No 
8. Please indicate the location of your hotel. 
() Bangkok () Chiang Mai () Hat Yai () Pattaya 
() Phuket () Krabi () Samui () Others (please specify)__ 
9. Please indicate the number of guest rooms in your hotel 
rooms 
10. What is your hotel's annual average occupancy? 
1 1. Please indicate the number of employees in your hotel 
12. Is your hotel managed under a management contract (i. e. owner is different from operator)? 
() Yes () No 
13. a) Is your hotel part of a chain or franchise? 
() Yes () No 
b) If yes, please indicate approximate number of hotels in chain in: 
i) Thailand: ii) Worldwide: 
END OF QUESTIONNAIRE 
THANK YOU FOR YOUR KIND ASSISTANCE 
Please return the completed questionnaire in the postage paid envelop provided or fax it to <fax 
no. >. 
Pornpisanu Promsivapallop 
Faculty of Service Industries 
80 Moo I Vichitsongkram Road 
Kathu, Phuket 83120 
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Appendix 7-2: Questionnaire 
. 
for study 2 in English inter pre-test and revision 
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SCI"MI III MAO Outsourcing Survey MANA ,1 Nil ". I 
UNIVI HSI I) t )I `I K10 1 
I 
Description: 
. 
This questionnaire is part of a I'M) research proicct that aims to examine factors affecting hotel outsourcing 
decision-making. Please be assured that the information collected will he used for academic purposes only, 
and 
that the anonymity of every participant will be preserved. 
2. This questionnaire consists of three sections: 
Section I Factors affecting outsourcing decisions 
Section 2 Outsourcing information 
Section 3 Hotel information 
3. Please indicate your opinion by circling an appropriate number or filling in the blanks for each question. 
4. Outsourcing in this survey is defined as "contracting out your hotel's work to external nrovidcm". 
(This 
definition does not include purchasing and hiring part-time or casual emploýcc,, ) 
5. Please answer ALL questions and actin itics even if our hotel does not outsourec. 
7- Section 1: Factors affecting outsourcing decision-making 
1. To that extent do the following activities in your hotel involve Not To a large 
guest interaction' at all extent 
Main restaurant (Please select only 1 2 3 4 5 6 7 
one restaurant in your hotel) 
Laundry (Your hotel's linen) 1 2 3 4 5 6 7 
Guest laundry I 2 3 4 5 6 7 
Guest transportation I 2 3 4 5 6 7 
Security 1 2 3 4 5 6 7 
Cleaning and servicing guestrooms I 2 3 4 5 6 7 
2. Over the past three years. to what extent has the amount of work Not T oa large 
of the following activities been predictable (i. e. predictable at all extent 
with respect to number of Main restaurant I 2 3 4 5 6 7 guests and number of staff 
required)? Laundry (Your hotel's linen) 1 2 3 4 5 6 7 
Guest laundry I 2 3 4 5 6 7 
Guest transportation 1 2 3 4 5 6 7 
Security 1 2 3 4 5 6 7 
Cleaning and servicing guestrooms I 2 3 4 5 6 7 
3. To what extent are there qualified operators of the following Not To a large 
activities available for outsourcing in your locality? at all extent 
Main restaurant 1 2 3 4 5 6 7 
Laundry (Your hotel's linen) 1 2 3 4 5 6 7 
Guest laundry 1 2 3 4 5 6 7 
Guest transportation 1 2 3 4 5 6 7 
Security 1 2 3 4 5 6 7 
Cleaning and servicing guestrooms 1 2 3 4 5 6 7 
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4. For questions 4.1 - 4.7, please assume that your hotel is new or the following are new acti-Vitics 
in your existing hotel, and assume that all of these activities were fully outsourced and invested 
by contractors. 
4.1 In general, how much would contractors need to customise 
the following activities to meet your hotel's requirements Not To a lar e 
Main restaurant 12 3 -1 5 6 7 
Laundry (Your hotel's linen) I2 3 .15 6 7 
Guest laundry I2 z 45 6 7 
Guest transportation 12 3 45 6 7 
Security I2 3 45 6 7 
Cleaning and servicing guestrooms 12 3 45 6 7 
4.2 If the contractors fail to deliver the following services on time, 
to what extent would it affect your hotel's overall performance? Not To a large 
at all extent 
Main restaurant I 2 3 4 5 6 7 
Laundry (Your hotel's linen) 1 2 3 4 5 6 7 
Guest laundry I 2 3 4 5 6 7 
Guest transportation 1 2 3 4 5 6 7 
Security I 2 3 4 5 6 7 
Cleaning and servicing guestroorns 1 2 3 4 5 6 7 
4.3 How necessary is it for contractors to conduct the following Not To a large 
activities on-site? at all extent 
Main restaurant 1 2 3 4 5 6 7 
Laundry (Your hotel's linen) 1 2 3 4 5 6 7 
Guest laundry 1 2 3 4 5 6 7 
Guest transportation 1 2 3 4 5 6 7 
Security 1 2 3 4 5 6 7 
Cleaning and servicing guestrooms I 2 3 4 5 6 7 
4.4 How difficult is it to determine whether contractors comply N very 
with their contractual agreements with your hotel? 
ot 
difficult difficult 
Main restaurant 1 2 3 4 5 6 7 
Laundry (Your hotel's linen) 1 2 3 4 5 6 7 
Guest laundry 1 2 3 4 5 6 7 
Guest transportation 1 2 3 4 5 6 7 
Security I 2 3 4 5 6 7 
Cleaning and servicing guestrooms 1 2 3 4 5 6 7 
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4.5 How difficult is it to judge the contractors' quality of 
provision of the following activities? 
Not 
aimcuit 
very 
aimcuit 
Main restaurant I2 3 45 6 7 
Laundry (Your hotel's linen) I2 3 45 6 7 
Guest laundry 12 3 45 6 7 
Guest transportation 12 1 "1 5 6 7 
Security I2 3 45 6 7 
Cleaning and servicing guestrooms 12 3 45 6 7 
4.6 To what extent would the contractors lose significant investments 
if the subcontracting relationship ended? (i. e. the contractors Not To . large 
would not be able to re-use the equipment and facilities for other at all extent 
jobs without major adaptation) Main restaurant 1 2 3 4 5 6 7 
Laundry (Your hotel's linen) 1 2 3 4 5 6 7 
Guest laundry I 2 3 4 5 6 7 
Guest transportation I 2 3 4 5 6 7 
Security 1 2 3 4 5 6 7 
Cleaning and servicing guestrooms 1 2 3 4 5 6 7 
4.7 To what extent are these activities in your hotel subject 
to unpredictable short term changes? Not 
T oa large 
atoll extent 
Main restaurant 1 2 3 4 5 6 7 
Laundry (Your hotel's linen) 1 2 3 4 5 6 7 
Guest laundry 1 2 3 4 5 6 7 
Guest transportation 1 2 3 4 5 6 7 
Security 1 2 3 4 5 6 7 
Cleaning and servicing guestrooms 1 2 3 4 5 6 7 
5. For questions 5.1- 5.3, please assume that all of the following activities are fully p erformed in- 
house and invested by your hotel. 
5.1 To what extent would you consider your hotel management team 
to be expert at operating the following activities? Not 
T oa large 
at all extent 
Main restaurant 1 2 3 4 5 6 7 
Laundry (Your hotel's linen) 1 2 3 4 5 6 7 
Guest laundry 1 2 3 4 5 6 7 
Guest transportation 1 2 3 4 5 6 7 
Security 1 2 3 4 5 6 7 
Cleaning and servicing guestrooms 1 2 3 4 5 6 7 
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5.2 To what extent would the following activities involve eery 
, 
eery 
capital investment (such as buildings and equipment)? low h{¢h 
Main restaurant I2 3 4 5 6 7 
Laundry (Your hotel's linen) I2 3 4 5 6 7 
Guest laundry 12 3 4 5 6 7 
Guest transportation I2 3 4 5 6 7 
Security 12 3 4 5 6 7 
Cleaning and servicing gucstrooms 12 3 4 5 6 7 
5.3 Would the following activities generate direct profits for your hotel if fully operated in-house? if YFS. 
please indicate the percentage that would best represent the direct profit level out of ), our hotel's total 
profits of each item below. For example, if you specify Main Restaurant 20%_, it would indicate that 
20% of the hotel's total profits are directly generated by the main restaurant. 
Main restaurant 
Laundry (Your hotel's linen) 
Guest laundry 
Guest transportation 
Security 
Cleaning and servicing guestrooms 
Generate direct profits? 
() Yes ( ) No 
() Yes ( ) No 
() Yes ( ) No 
() Yes ( ) No 
() Yes ( ) No 
() Yes ( ) No 
If YES. generate profit by what percentage 
of the hotel's total profit margin? 
.............. 
% 
.............. 
% 
.............. 
% 
.............. 
% 
.............. 
% 
.............. 
% 
5.4 Please indicate the approximate number of employees who would need to be engaged in operating the 
following activities in your hotel if fully operated in-house. 
Main restaurant ........... """". ". 
Laundry (Your hotel's linen) """""""""""". "" """ 
Guest laundry ............ """""" 
Guest transportation ............ "".... 
Security .................. 
Cleaning and servicing guestrooms .................. 
Section 2: Outsourcing information 
Please indicate the percentage that best represents the actual level of outsourcing of the following activities 
in your hotel (e. g. 50% would indicate half of the amount of resources and work related to an activity 
is 
outsourced). 
Main restaurant 
Laundry (Your hotel's linen) 
Guest laundry 
Guest transportation 
Security 
Cleaning and servicing guestrooms 
.............. 
% 
.............. 
.............. 
% 
.............. 
.............. 
% 
.............. 
% 
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Section 3 Hotel information 
1. Do you, as a General Manager, have discretion to outsourcc some of the activities in sour hotel to 
contractors? () Yes () No 
2. Please indicate the location of your hotel. 
() Bangkok () Chiang Mai () Hat Yai () Pattaya 
() Phuket () Krabi () Samui () Others (please specifs')_ 
__ 
3. Please indicate the number of guest rooms in your hotel 
_rooms 
4. What is your hotel's annual average occupancy? % 
5 What is your hotel's annual average room rate? 
6. Please indicate the number of employees in your hotel employers 
7. Is your hotel managed under a management contract (i. e. its owner is different from its operator)? 
() Yes () No 
8. a) Is your hotel part of a chain or franchise? () Yes () No 
b) If yes, please indicate approximate number of hotels in chain in: 
i) Thailand: ii) Worldwide: 
9. What is your job position (if not General Manager)? 
------------------------------------------------------------------------------------------------------------------------- 
END OF QUESTIONNAIRE 
THANK YOU FOR YOUR KIND ASSISTANCE. IT IS VERY MUCH APPRECIATED. 
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Appendix 7-3: Questionnaire for study 2 
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9, s 
Lwumavn-mAn-m-it uan SCHOOL OF MANAGEMENT 
WCL. 0 ax UNIVERSITY OF SURREY 
(1 lotet Outsourcing Survey) 
V 
A-IgttOd 
1. u111JiiD11n13JÜt1ýuJluýäUS: 411J1Th t1J1LDn 
ýJ31ý61nLýSýftJfltwDVln1i11ýaäUY13JwAý1DmT91JDJiln, 
n'lUUOn111ýi 1Lä%4 lu 
vOJI LL5IJ 
T41UUýOUaýtnL'DDUPYIJY4dJ4111ý1LFlý17JPllüPý1'IfLi1NS1JJ1l4ýýUÜlYlluu 
2. LL111Jc7DLn13JLLLJLlJll 3 Pl1L FlD 
iiTI4Yl 1 R1D3JPÖGIS1n1Sý1JDJflT1S711U110n 
V 
to AY1 2 "ÜD3JPGl116Fl71U1N1111DJW115N1STSJltS3JY13J61DÜý0UY13JWP610n 1ST 1JDJilfl fl1U11Dn 
LV 
k)ull 3 i8wIT1111L1JDJTSJt V 
V 
dJ,. 
3. Ifli , itFli@4-11 irjwn0VUU41 )LPR1YJ191SJflLFl-) i3AcLAuijaJYi-mu-iniltwi NSDlV1UR1111'tJDJ l1J 
4.4116U1mIJDJ Outsource ibNS]JLLLUFiourni uh "n1Sv1JDJFlnin-iu L0n1Y, -Ijntl9fDUri1L1luJ1uu1461uUDJTSJUS31" 
a .ýv TFlUýais-jaýnJn-iii Aa LLPv_niwi-3"I n1luiwS1- (Part-time and casual employees) 
5. TflSG1G1DUJ41t11SJ1ýntiD 
nJUlJý1TSJUS7JVDJY11uý3)1 1JDJf1n7mUUOnL'Ü 13J1i11tüuJlu 
LL i'. L . 
ßa1 rr Vf 
gun Uýýý% ºýýý1 UvývýýsTzausaýnarwoý7aýnnaýwaatomýýýýoýýnýnýcýuon 
yiýuýýýýfl 1J5msvaJnanssaýLV 1ü wýviIJ rn Th 1 . 
1° aýriusrivuvntiaajsausaýaýýnüýrýýwua'lý ni Jr , ýýüºaL Own 
riýcýýFlýStýýn (Main Restaurant) (I11s, LJon 
1 2 3 4 5 6 7 
u rrr ýsn sý wývaýTsausu 1 2 3 4 5 6 7 
v°sMs' n 1ý1 wIvUutinvuTsausu 1 2 3 4 5 6 7 
115n155L PJ LL fl 1DJI LL lJ 1 2 3 4 5 6 7 
mssnýFlýýaýýJýaýnu 1 2 3 4 5 6 7 
msriýFlýýýýýaýýv+aarin 1 2 3 4 5 6 7 
2.1uzzýlzý7ýý 3 lOYN luail 
ýJaMUZI 'E)d-1auaiuclvinuori ýýlFl"15Ncýfl 1 2 3 4 5 6 7 
LwtJJ1fl (Liu nein-sniwiuiu LSnýsýsn sý wýtioýTsýusu 1 2 3 4 5 6 7 
uvn Nsa ä-luluwüna'Iurýýiaa v5ms'n U wnjoauvntioaTsausu 1 2 3 4 5 6 7 
-A-wlu) inn-mu a utinvNI LI h1 2 3 4 5 6 7 
wry nwiw3 uý a@, pnrj 1 2 3 4 5 6 7 
m1ri-1 FlTIa1a-, voiviaarin 1 2 3 4 5 6 7 
VVVVddV 
3 81-iIULUMan iý nýýFltjaaýwýJs: navnýs U- Wºau W 4$J1fl 
a-I n@a4nimtiuanIlYhual'J"In Amonvnw n1 2 3 4 5 6 7 
äýalviýtiýaýýk L ua-Iu'lujsaus3J vsmsmn U üivaajsausJ 1 2 3 4 5 6 7 
TaavijulAnnüaciLAtillo vim-74n sm wIvaautinvooIs-JLV J1 2 3 4 5 6 7 
LSn1SS1J 61 LLR1n11DJISJLV J1 2 3 4 5 6 7 
mssnwlwmjýamnu 1 2 3 4 5 6 7 
mW-ifrnw zwmiaawn 1 2 3 4 5 6 7 
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4. ,, u. 34mmuwnniviin 
iinauj1u (Outsource) uýýýilwNýarýxnwýuýlKnoniTýtHriýý riýHQwýýýýýtviHOt1ýýýý1týtio 4.1 4.7 
4.1 TýuriýýlýJ oaýinsmýuonýývnUnýSntüuýýuýoatlsuýtlýuunýsusms 1ý 
výýuFlýýuoioanýruoýTsýussýuýnüouýwuý1ý dulljpu% 
ýýýnFlnsNýn 12 3 4 5 
u'smsin sm wnvoaTlausu 12 3 4 5 
iisms-in U wvowinvoalm-ni I2 3 4 5 
iiinnssu 64 uvnvoAuusu 12 3 4 5 
mssnviwnijýpoAnu 12 3 4 5 
mW-ifr nua-. o-iw ao; n 12 3 4 5 
4.2 vsýnoýýinsnýcýuonýýtiýuýýSýýüuaýu'ýücýuýsnriýaýuýýýsýwýu 
Lýýhfl1KUý riýuýýýýjsausuýýýnýýýýuýRUKýuuýnüouýriualw luýAuHýuºýu 
Islunnºeu 
timm-imimAn I23 4 5 6 7 
usn-r n sw Nivoa1s. 3usu 123 4 5 6 7 
u niv n lo wývoauvnvoajsýusu 123 4 5 6 7 
v"smsstý ýa uvnvoalsýuýu 123 4 5 6 7 
nissnw-ifrr3AsE) nrh 123 4 5 6 7 
mstiýFlýýutr oýýýioýrin 123 4 5 6 7 
4.3 oJýinsmcýuonvýývýuýýiýtüuJýuüFlýýußýýiluýwuJ1A 
ylgjpJLIý1JGýJýuIYIP 1ä7l lEJ1uj7JllT3J (On-site) ui-Al4tou o, Auj, n 
mmwnfltgf1 123 4 5 6 7 
iiin-msn sw w-voajsausu 123 4 5 6 7 
iisn-n n zw wvowvnvoalsauni 123 4 5 6 7 
ii-irr-mv Ra uvn-mliawai 123 4 5 6 7 
mssnwifr)- i-JaoAnu 123 4 5 6 7 
mW-ifr)-ujtro-mvioown 123 4 5 6 7 
4.4 
vovýnaaiu ýýýnutsýusu i frruu1niitAt 'L 
jTvimmimi n 
tin-is-in sA wývoatsausu 
vin-nin im Nývoouvnvoatsausý 
v-sn-1si h uvnvoats. 3usu 
mssnrr-m-muUsa, uTh 
Hiwi-iFrr3jvt. e-mAoarin 
ýn tJiu 
ItJUut. uin 
6º 7 
67 
67 
67 
67 
67 
LAuwuuuin 
ufn$ fn 
12 3 4 5 6 7 
12 3 4 5 6 7 
12 3 4 5 6 7 
12 3 4 5 6 7 
12 3 4 5 6 7 
12 3 4 5 6 7 
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4.5'lumsýlsýýÜUýýoaýinsmuuonnývýuýýSýýüuaýuiýýJýuwaýuoýi 
Flt1UYl NW Ol3J 1JFl711JU1flflUWJ3lý1 
" 1Iiuinhllu u1nWin 
ýýý, ýýýsN n I23 4 6 7 
uin-nin 1, m Witulumu I23 .1 5 6 7 
usni, in lot wlvoauvnvokljusu I23 4 5 6 7 
i iris u 6,3 uvnvoajsausu I23 4 5 6 7 
n-mnw-m-)-)ujJaoAnu 123 4 5 6 7 
mi-Aif muffniv dui n 123 4 5 6 7 
4.6 v+ýncýýýmsýýaoýýinsnýuuonRURýAa riýuýwýýoýýnswýnýýý 
azzigAtriswüRUUflzqý ni1419ýmimnulunuumnüout-Aw1v is i iiuiau Igpluu, n 
(u, AnsmuuanUon3j-nn-a, i 
s%ýýýnsNin I2 
ailnsniP4nu"L1J TORMAs0 41u 
3 a 5 6 7 
Tin-min sA 141'11JUIVusu 12 öu'1ý önv+'sa'lv`"lýiuviviaý 3 4 
5 6 7 
1JS1111)ÄEJbIFlSJ`Yitý) 
ii-nin U W"Ite uvnvuluuSU 12 3 4 5 6 7 
usmssu Rý uvnvoah u, ij I2 3 4 5 6 7 
m7ýntiýFlýýsrý1ýDAnU 12 3 4 5 6 7 
msr1ýýýýucroýwvCoawn 12 3 4 5 6 7 
7 msý1 výýýuvaanýnssýýKPýüanaünýs«1ýýuuiJPJwýu 4 . lüümi Own 
Rmumsnisýýnüanýw"ýJ'lý ý, Jýu,. u Jiwtmu ýýýuuuýýo 
I2 3 4 5 6 7 
Tin-min In NIijul ausu I2 3 4 5 6 7 
trim-n nU üIvoauvn-mli usu 12 3 4 5 6 7 
iisn, issu 6, a uvnvoll Um 12 3 4 5 6 7 
ni nti-m-mjj jiav$u I2 3 4 5 6 7 
msýinýýnucronývioJwn I2 3 4 5 6 7 
ýýýýTsýusýtýoýriýuaanuuaýi111111W'11INýIti'11ilDJf1ý19i1A 11'11aA1Aý'1iJRA111110 tJ'1Jýý111T10 
5.1 - 5.3 5, ýý 
1 1'I'1uLY Ui'iFltll:, WIJMI V04174u73JYi-IUZil'YüJff)'111J-hU-ItU 5 
. 
tMtiºiryýeu tun-inss&jLvA4-iü: j-inü0ULwu41fi 
$ýýýryýa 
12 3 4 5 6 7 
usmwn U O'nulm u12 3 4 5 6 7 
ism-min im c4''vo4sncT, ue jsausu 12 3 4 5 6 7 
usnnssij k anti nia4liaun, 12 3 4 5 6 7 
nýnn»ýnýýuýJaoýnu 12 3 4 5 6 7 
12 3 4 5 6 7 
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5.2 nýnssjýKýýüýiom u (Liu i46ocr . us. olJnsni) 11J1ýM ýN 
3J1nuaULAIJJIM siouu-in 
12 3 45 6 7 
usn1sin sA w'IvoJjsausu I2 i "3 5 6 7 
usmsUn sf w1voJAnc'1voJtsauzu I2 3 "1 5 6 7 
1JTmTTL RJ pn4l-ml74UZU I2 3 .15 h 7 
misnb-i#niu nofjriu I2 3 45 6 7 
fl1 1fn1ua: o-w aJrvn 12 3 45 6 7 
5.3 iiýnssýývsýnütýuýsnriýriý`Lstýuvýsý (Direct profit) ivtnujsausuriýuýlýivºio`lýiNýnTzýusuýiýtüuaýuýoa win 
ý, u, scý-ºrýýl; I ic, výsýl. TýISý, s: uövýrýrSn"lsT iu, r voauýýziiýnssuvýnriý'lsrýýNUývoajsýulu tt u 
ý 
i1Dwnn15Nc'n 20% wuýuna 20% voarSn`ýsn4ýuývoýIsausuuýaýnriýisjýuwlavoýnvIwFlmi' 
usn-ii n's 1 w11voa1sausu 
Timsin U w1vmnFllijul 3usu V 
usmssu 61 anFllvoaIuuni 
n-sn'- cm iiiJamnti 
ms-i-i Fl-3n31 a-. Enmioawn 
win 1tß rSýrSý'1s1ýuvýsJýýliJuövýsý 
11ý11slilUilsJY170 l3J LY1'l1.1 'UOJ6 ls11JY4Ui111Bill Jtli3J 
()h ( )'t3Jt'! f 
()h () lilt'ý1 
.............. % 
.............. % 
.............. % 
.............. °r° 
5.4 Tý1sýsýuýýuýuwünJýujýtýý1s: U'1I1111TSJttTiJYI'1l1itOJýlJlllil li1JýUi1J1111NEý llrl YV 1f1j7JüiUiS 1111LtJ 1t1tDJ11J11Uý1 
1J n1 n im w7ruulsausu ..................... nu 
u'smsvn sA NlvoaenFilvoajsaulu nu Y 
usn1shi Ro hfl ývoýjsausu ................... nu 
................ nu 
n1,1m-)1utro1, v+o. wn ............. nu 
711ýj 2 7JDi eMnini"'We-3417 1'1LJHOfl 
jý1sýsývävýsýnýsäýaoýýinsnýcýuonlviývýuýsvwAzrouýýýüuýýutujsýusuvoariýuÄOnýnnu'luwýuýo"lýJü (Liu W)flYhu 
'nil-i50% vsýýunýjsýusýöýýoýrinsmuuonývýuýýnýüuaýufIi4uü4vo4ilsuncua-IuYI-4muwvo4nvnnijüu ý) 
'hmirsmitn .............. % 
ii ni n s, m wTvoajsausu .............. % 
u'sn, n sm wývoaýnýiývoýjsausu .............. % 
uimM' 64 an4illvoajmsti .............. % 
mssntiýýýýuýlýoýnu .............. % 
.............. % 
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diun' 3 ýioýaluriýuvoýT»uýý 
1. lu3ýuzyýýflT 11"l1J *rtUi ýuýalunýsäý. 3 ni nuuonl iýv1U1viýLüufluvo. l, ýusuri1V% )'1ü 
( )Ü ( )' iü 
ý 
2. amunvý1vo-3Izausumu 
() nsaýviwy () «ru3'b J() výýýlwtj () rinuý 
() yýnvý () nzýv () Ruu () öu I) (1ihwr_u) 
3.3ýuýuvsoawnlut . 3LV Jý IA D, 3 
4. ciLaäuJriail % 
5. u13iýriFlýv+oawnLaAjUn J u1n 
6.3-iujuwünaluvoIIsIusuü Flu 
VV 
7. Isýusuvoariýuv'svýýsaýn1 ýýaýanýu'svtiýsnýuuon (Management Contract) 
() l' ( )'hil" 
8. n) Isausývoýriýu«JuRýuKÜývoalsýusvlu«so (Chain) 
() Ii () l2i1ý 
y) w nli IýJsýruýýuýuTsýusý, lu«sotý, ui. J uýtu 
1) lul'l. -ImItnu: I14us3J 2) riAan: Isausu 
9. I1ýTG1Sý1ýýI1LL LiJJ'tuvoJYIlu 
UOUOUfJQJt1ý1NS11Fl71USýUÜ0lun nw0U11U11t1'OUO wom 
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